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THE  INTERNATIONAL  MONETARY  SITUATION  AND 
THE  ADMINISTRATION'S  OIL  FLOOR  PRICE 
PROPOSAL  

MONDAY,   MARCH   24,    1975 
COXGRESS    OF    THE    UxiTED    StATES, 

Subcommittee  ox  Ix'^terxatiox^xl  Ecoxomics 

OF  the  Joixt  Ecox'omic  Committee, 

Washington,  D.C. 

Tlio  subcommittee  met.  pursuant  to  notice,  at  10  a.m.,  in  room  2128, 
"Raybiirn  House  Office  Building.  Hon.  Henry  S.  Reuss  (chairman  of 
the  subcommittee)  presiding. 

Present :  Representatives  Reuss  and  Hamilton. 

Also  present :  John  R.  Karlik  and  Sarah  Jackson,  professional  staff 
members :  and  Michael  J.  Runde.  administrative  assistant. 

Chairman  Reuss.  Good  morning.  The  Subcommittee  on  Interna- 
tional Economics  of  the  Joint  Economic  Committee  will  be  in  order. 

This  morning  we  welcome  again  as  witnesses  before  the  subcommit- 
tee the  Secretary  of  the  Treasury,  William  E.  Simon,  accompanied  by 
the  Tender  Secretary  for  Monetary  Affairs,  Jack  F.  Bennett. 

Would  3'ou  identify  your  associate  ? 

Secretary  Simox^  Mr.  Charles  Cooper,  Assistant  Secretary,  Mr. 
Chairman. 

Chairman  Reuss.  Welcome,  sir.  We  always  appreciate  the  Secretary 
of  the  Treasury's  candor  and  helpfulness.  Our  examination  this  morn- 
ing will  focus  on  four  major  subjects :  The  outlook  for  international 
monetary  reform,  U.S.  policies  regarding  gold,  intervention  in  ex- 
change markets  by  the  U.S.  monetary  authorities,  and  the  interna- 
tional energy  policy. 

This  is  a  lot  of  ground  to  cover  and  an  extensive  list  of  questions 
has  already  been  made  available  to  the  witnesses  in  the  statement 
announcing  these  hearings. 

Your  statement,  Secretary  Simon,  which  I  have  had  an  opportunity 
to  read  over  the  weekend,  is  most  helpful  and  gives  us  a  good  overview 
of  where  we  are. 

Please  proceed. 

(1) 


STATEMENT  OF  HON.  WILLIAM  E.  SIMON,  SECRETARY  OF  THE 
TREASURY,  ACCOMPANIED  BY  JACK  F.  BENNETT,  UNDERSECRE- 
TARY OF  THE  TREASURY  FOR  MONETARY  AFFAIRS;  AND 
CHARLES  A.  COOPER,  ASSISTANT  SECRETARY  OF  THE  TREASURY 
FOR  INTERNATIONAL  AFFAIRS 

Secretary  Simox.  Thank  you,  Mr.  Chairman.  Tlierc  is  a  great  deal 
of  discussion  these  days  about  the  international  monetary  situation 
and  the  position  of  the  dolhir  and  many  suggestions  about  what  poli- 
cies the  United  States  sliould  follow  in  present  circumstances. 

I  am  pleased  to  have  this  oppoi'tunity  to  give  you  my  views  on  this 
subject,  and  to  outline  the  status  of  international  discussions  of  amend- 
uients  to  the  IMF  articles  that  have  important  implications  for  the 
future  evolution  of  the  monetary  system. 

RECENT    EXCHANGE    MARKET    DEVELOTMENTS    AND    PROSPECTS    FOR    THE 

FUTURE 

I  am  sure  the  subcommittee  is  aware  that  in  recent  montlis  the  pi'ice 
of  the  dollar  decreased  in  terms  of  several  European  currencies.  I  am 
sure  you  have  also  heard  the  views  of  some  who  argue  that  this  move- 
ment should  be  countered  by  large-scale  intervention  to  peg  the  dollar 
at  a  particular  rate  or  zone,  or  by  an  offer  by  the  United  States  and  the 
IMF  to  replace  foreign  dollar  holdings  with  newly  created  SDE's,  or 
by  other  direct  measures. 

I  disagree  with  these  proposals,  and  I  disagree  with  the  assessments 
on  which  they  are  based.  Let  me  try  to  place  recent  exchange  rate 
mo\-ements  in  their  proper  perspective. 

While  there  have  been  changes  in  terms  of  a  number  of  European 
currencies,  the  particular  exchange  rate  movements  that  have  attracted 
the  greatest  attention  arc  two — the  clianges  of  the  Swiss  franc  and  the 
German  mark  relative  to  the  dollar. 

Since  last  Se.pteml>er  the  change  in  the  dollar  exchange  rate  for 
these  two  curreucies  has  indeed  been  large :  Almost  23  percent  for  the 
Swiss  franc  and  almost  16  percent  for  the  German  mark. 

But  three  points  should  be  borne  in  mind.  First,  looking  at  present 
rates  just  in  relation  to  rates  prevailing  last  September  exaggerates 
the  movements  that  have  occurred. 

Present  dollar  rates  for  these  two  currencies  are  much  closer  to 
previous  highs  than  this  comparison  suggasts :  The  Swiss  franc  is  only 
10  percent  above  its  previous  high  relative  to  the  dollar;  the  German 
mai-k  remains  slightly  below  its  earlier  higli  point  in  terms  of  the 
dollar.  Second,  while  these  two  currencies  have  been  strengtliening 
relative  to  the  dollar,  and  the  Swiss  and  German  monetaiy  authorities 
have  been  buying  dollars,  the  dollar  has  also  been  risincr  relative  to 
certain  other  currencies,  and  their  authoi-ities  have  been  selling  dollars. 

In  some  cases,  they  have  been  borrowing  dollars  to  sell  in  the  mar- 
ket to  support  the  rate  and,  thus,  there  has  been  market  intervention 
by  foreign  governments  on  both  sides  of  the  nuirket— and.  in  effect, 
many  of  the  dollars  bought  by  the  Swiss  and  German  authorities  have 
been  sold  by  other  foi'eign  governments  whose  exchange  rates  have 
been  under  downward  pressure. 


Tliiid,  tlie  Swiss  and  German  cnrrencies  have  also  increased  sig- 
nificantly in  value  against  other  major  currencies  as  well  as  the  dollar, 
and  it  is  legitimate  to  ask  to  what  extent  the  changes  vis-a-vis  the  dollar 
reflect  a  Aveakening  of  the  dollar  or  a  general  strengthening  of  these 
two  other  currencies. 

^Movements  of  the  dollar  or  any  currency  must  be  looked  at  against 
a  broad  background.  They  must  be  examined  over  a  longer  period 
than  just  a  few  months  and  measured  against  the  full  range  of  other 
major  currencies  rather  than  just  one  or  two — for  example,  by  meas- 
uring changes  on  an  average  basis  against  a  number  of  currencies. 

Looked  at  in  the  broader  context,  the  dollar  does  not  show  a  large  or 
continuous  depreciation  nor  great  instability.  Several  tables  and  a 
chart  attached  to  my  statement  illustrate  this  point.^  These  show  that : 

On  a  trade-weighted  average  basis  against  all  OECD  currencies  as 
a  group,  the  dollar  stands  approximately  where  it  was  2  years  ago 
Avhen  generalized  floating  began.  Moreover,  the  dollar  has  been  one  of 
the  most  stable  of  the  major  currencies  during  this  period. 

On  the  same  basis,  while  the  dollar  declined  from  last  September  to 
mid-February,  that  decline  followed  an  equally  large  increase  in  the 
dollar's  value  in  the  preceding  few^  months,  so  that  there  has  been  no 
significant  net  change  since  last  spring. 

It  is  of  importance  to  recognize  and  understand  what  factors  in- 
fluenced the  exchange  rate  moves  during  September  to  mid-February — 
and  there  are  a  number  of  factors — neither  mysterious  nor  alarming, 
Avhich  tended  toward  a  weakening  of  the  dollar  in  that  period: 

First,  as  is  also  shown  in  one  of  the  attached  tables  to  my  statement, 
there  have  been  substantial  changes  in  relative  interest  rates  as  between 
the  United  States  and  other  financial  centers.  Interest  rate  reductions 
here  have  been  in  advance  of  reductions  elsewhere  and,  given  the  depth 
of  the  recession  in  the  United  States,  the  yield  on  short-term  instru- 
ments declined  much  more  sharply  in  the  United  States  than  in  most 
other  countries  in  the  period  from  September  through  January. 

Such  cyclical  difl'erences  in  interest  rates  can  have  an  important 
influence  on  capital  flows. 

Second,  since  mid-19T4  there  has  been  a  natural  and  healthy  cor- 
rection of  earlier  expectations  that  the  United  States  would  receive  a 
greatly  disproportionate  share  of  the  investments  made  by  oil  ex- 
porters. Such  expectations  probably  pushed  the  dollar  up  last  summer, 
and  a  readjustment  based  on  a  more  reasonable  assessment  has  taken 
place. 

Third,  some  elements  of  the  U.S.  current  account  balance  of  pay- 
ments were  not  as  strong  in  the  latter  part  of  1974  and  in  the  early 
months  of  1975  as  they  were  earlier.  With  lower  world  commodity 
prices  and  slack  economic  conditions  abroad,  for  example,  some  mod- 
eration of  our  agricultural  and  raw  materials  exports  w'as  to  be 
expected. 

As  a  footnote  to  this  point,  however.  I  would  urge  that  a  great  deal 
more  caution  be  exercised  in  interpreting  balance-of-payments  statis- 
tics. Just  last  week,  the  press  higldighted  a  figure  in  a  Government 
press  release  which  indicated  that  the  deficit  in  our  balance  on  current 
and  long-term  capital  transactions  had  risen  to  $10.6  billion  in  197-t 


1  See  tables  and  chart,  pp.  10  and  11. 


from  a  $1  ])illion  deficit  in  1973.  This  was  a  highly  misleading  inter- 
pretation of  our  bnlanee-of-payments  situation. 

This  particular  ))alance  is  constructed  in  such  a  Avay  that  it  excludes 
most  of  the  identified  investments  in  the  United  States  by  the  oil  ex- 
porting countries — totaling  about  $11  billion  in  197-1.  Addinc:  in  these 
investments  Avould  elimiinite  the  whole  deficit;  careful  judgment 
must  be  exercised  in  interpreting  these  statistics,  and  revisions  to  pro- 
"\ide  for  a  more  meaningful  jDresentation  of  balance-of -payments  num- 
bei-s  are  under  study. 

Fourth,  there  has  undoubtedly  been  some  fear  that  expansionary 
policies  in  the  United  States  might  lead  to  a  resurgence  in  inflation, 
and  a  recognition  in  exchange  markets  that  our  performance  has  not 
in  the  past  been  as  good  as  that  of  Geruiany  and  Switzeiland. 

Prospective  massive  Treasury  borrowings  this  year,  and  the  ])ossi- 
bility  of  excessive  tax  reductions  and  expenditure  increases,  call  into 
question  our  dedication  to  the  sti-uggle  against  inflation,  and  raise  the 
possibility  that  a  new  round  of  inflation  will  halt  the  process  of  eco- 
nomic recovery. 

Li  addition  to  these  primary  influences.  Middle  East  political  de- 
velopments may  well  have  had  some  impact.  And  several  other  factors 
have  probably  had  a  minor,  short-run  influence — for  example,  talk  of 
oil  price  indexation;  and  actions  taken  by  Iran.  Saudia  Arabia,  and 
a  few  others  to  '"peg"  their  currencies  to  the  SDR  rather  than  the 
dollar,  even  though  these  moves  were  designed  to  moderate  the  effect 
of  exchange  rate  fluctuations  on  domestic  prices  in  those  countries,  and 
have  no  direct  implication  for  exchange  rates  for  the  dollar. 

What  of  the  future?  The  dollar  has  strengthened  slightly  in  the 
last  few  weeks,  and,  looking  ahead,  there  are  a  number  of  factors  which 
suggest  that  the  prospects  for  the  dollar  are  reasonably  strong: 

First :  The  U.S.  lead  in  reducing  interest  rates  may  be  ending,  as  is 
suggested  by  some  of  the  most  recent  figures  in  the  attached  table.  As 
recession  bottoms  out  and  our  domestic  demand  strengthens  in  the 
months  ahead,  incentives  for  interest-sensitive  flows  could  be  re^■ersed 
by  a  further  change  in  international  interest  rate  differentials. 

Second  :  While  the  oil  producers  have  been  diversifying  their  invest- 
ments geographically,  which  is  a  healthy  and  natural  contribution  to 
"recycling,"  the  United  States  is  likely  to  continue  to  receive  a  signifi- 
cant share  of  these  investments  directly  and  indirectly — perhaps  a 
higher  share  in  coming  months  than  were  received  in  the  last  few. 

Third:  Our  competitive  position  is  strong.  There  are  probably  still 
some  residual  effects  of  the  1971  and  197o  devaluations.  More  impor- 
tantly, the  United  States  performance  on  inflation,  bad  as  it  has  been, 
is  nonetheless  better  than  that  of  most  other  countries. 

If  the  Congress  will  cooperate  with  the  administration  in  holding 
the  line  on  tax  reductions  and  expenditure  increases,  we  can  continue 
to  do  better  in  the  future.  This  is  of  fundamental  importance. 

U.S.    EXCHANGE    UATE    TOLICIES 

Against  the  background  of  these  developments  and  in  light  of  our 
domestic  I'equirements  and  international  objectives,  what  policies 
should  the  United  States  adopt  with  respect  to  exchange  rates? 


:My  views  can  be  stated  simply.  I  believe  that  for  a  sound  dollar,  the 
main  imperative  is  to  concentrate  not  on  exchange  markets  and  ex- 
change rates,  which  are  a  product  of  our  economic  policies  and  per- 
formance, but  on  assuring  the  strength  of  the  U.S.  economy.  In  a 
verv  basic  sense,  the  United  States  does  have  a  serious  "exchange  rate" 
problem — and  that  is  the  continuous  decline  of  the  dollar,  not  in  terms 
of  foreign  currency,  but  in  terms  of  its  purchasing  power,  or  its  ex- 
change rate  against  goods  and  services  in  general. 

AVe  have  not  done  well  in  maintaining  that  particular  exchange 
rate.  Our  inflation  record  is  not  one  to  be  proud  of.  We  have  not  done 
a  good  job  of  defending  the  dollar  against  the  devaluation  and  depre- 
ciation in  purchasing  power  which  inflation  brings.  Undoubtedly  the 
prestige  of  the  dollar  has  suffered. 

The  way  to  achieve  greater  stability  in  the  dollar's  value  is  not 
through  governmental  intervention  or  controls  to  maintain  a  particu- 
lar rate  or  pattern  of  rates  in  the  foreign  exchange  markets.  Such 
measures  in  a  sense  are  like  price  controls  over  one  sector  of  our  econ- 
omy—the international  sector — which  would  introduce  rigidities  into 
the  system  and  would  be  positively  damaging.  They  would  exacerbate 
our  longer  term  problems  and  would  be  of  doubtful  value  even  in 
terms  of  shoi*ter  run  exchange  market  objectives. 

AVe  must  bring  our  inflation  under  control  and  do  a  better  job  of 
reducing  the  depreciation  of  the  dollar  in  terms  of  the  goods  and  serv- 
ices it  can  l)uy.  This  is  the  only  true  "defense  of  the  dollar,"  and 
improving  the*  strength  and  stability  of  the  U.S.  domestic  economy  is 
the  single  most  important  contribution  we  can  make  to  a  strong  inter- 
national economy,  as  well  as  to  our  own  economic  health  and 
well-being. 

Accordingly.  I  regard  policies  wdiich  look  toward  the  establishment 
of  foreign  exchange  rate  pegs,  targets,  or  zones  as  unwise.  Such  poli- 
cies focus  on  the  symptoms  rather  than  the  sources  of  our  troubles — 
on  effects  rather  than  causes. 

The  world  moved  to  the  present  arrangements  of  "managed  float- 
ing" for  very  good  reasons — we  needed  greater  flexibility  and  greater 
reliance  on  market  forces  at  a  time  of  great  uncertainty.  Those  condi- 
tions still  exist,  and  monetary  arrangements  which  allow  a  consider- 
able scope  for  market  forces  are  especially  well  suited  to  present 
circumstances. 

These  arrangements  have  served  us  well  in  enabling  the  world  econ- 
omy to  absorb  some  rather  severe  shocks  in  the  past  2  years  without 
the  crises  of  earlier  years. 

There  are  some  economists  who  take  the  view  that  the  foreign 
exchange  rate  "doesn't  matter"  as  far  as  a  nation's  balance  of  payments 
is  concerned.  "While  everyone  acknowledges  that  exchange  rate  move- 
ments have  some  effect  on  domestic  prices,  this  group  contends  that 
any  exchange  rate  change  stimulates  prompt  and  full  offsetting  adjust- 
ments in  domestic  price  levels,  and  thus  has  no  lasting  impact  on 
international  payments. 

T  do  not  accept  that  extreme  view.  The  exchange  rate  is  a  major 
economic  variable  which  does  facilitate  balancc-of-payments  adjust- 
ment among  countries  and  contributes  to  a  smooth  functioning  of  the 
international  economy.  When  I  express  doubts  about  exchange  rate 
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peofs  or  zones,  this  does  not  indicate  a  policy  of  ''benigrn  neglect"  or  a 
belief  that  exchansfe  rates  have  no  effect.  Rather,  it  reflects  a  conviction 
that  those  techniques  do  not  best  serve  the  need  for  balance-of- 
payments  adjustment  and  a  smoothly  functioning  international 
economy. 

With  widespread  floating,  international  cooperation  on  exchange 
pi-actices  remains  essential,  although  the  form  of  cooperation  may 
differ  from  that  in  a  par  value  world.  Our  attention,  and  that  of  the 
rest  of  the  world  community,  should  not  be  concentrated  on  specific 
exchange  rates  of  individual  currencies,  but  rather  on  assuring  that 
the  exchange  system  is  not  disrupted  and  disorderly. 

This  calls  for  a  code  of  good  conduct  to  assure  that  all  countries — 
those  floating  as  well  as  those  attempting  to  maintain  established  pegs 
or  zones  for  their  currencies — avoid  beggar-thy-neighbor  practices. 
And  it  may  call  for  cooperative  approaches  on  intervention  to  main- 
tain these  orderl}'^  markets. 

The  United  States  has  joined  with  others  in  stating  its  willingness  to 
cooperate  in  intervention  in  particular  situations  where  such  interven- 
tion is  useful  and  appropriate  for  maintaining  orderly  markets. 

There  has,  indeed,  been  a  significant  amount  of  such  market  inter- 
vention in  recent  months — since  last  September  total  market  intei-ven- 
tion  by  the  United  States  has  amounted  to  slightly  more  than  $1 
billion. 

Another  element  of  the  U.S.  policy  which  has  a  major  influence  on 
the  strength  of  the  dollar  is  our  policy  toward  foreign  investment.  I 
mentioned  earlier  that  there  has  been  somewhat  greater  diversification 
in  the  oil  exporter  investments  than  was  apparent  or  widely  expected 
earlier  last  year.  Such  a  shift  in  the  flows  and  in  public  anticipation 
was  to  be  expected. 

It  can  facilitate  resolution  of  the  world's  oil-related  financing  prob- 
lems and  need  not  have  adverse  implications  for  the  dollar.  I  do  not 
subscribe  to  the  view  which  has  been  put  forward  that  there  has  been 
a  major  shift  in  portfolio  preference  on  the  part  of  the  oil  producers 
which  would  place  continuing  downward  pressure  on  our  dollar. 

In  the  immediate  wake  of  the  oil  price  increa.ses,  initial  investments 
were  placed  heavily  in  dollar  instruments,  and  heavily  at  short  term. 
As  accumulations  and  experience  grew,  greater  diversification  oc- 
curred— in  currencies,  maturities,  and  types  of  investment — spurred  on. 
undoubtedly,  by  interest  rate  changes  in  the  United  States  and  abroad. 

This  diversification  enhances  the  ability  of  other  countries  to  obtain 
needed  financing  directly  and  reduces  the  need  for  the  U.S.  banking 
system  to  play  an  intermediary  role. 

At  the  same  time,  a  veiy  high  proportion  of  the  investments  by  oil 
exporters  remains  denominated  in  dollars.  The  United  States  has  re- 
ceived a  reasonable  share  of  these  investments.  We  welcome  these  in- 
vestments. We  have  a  large,  efficient,  and  very  attractive  capital 
market.  We  wish  to  keep  it  that  way. 

I  have  made  clear  that  the  administration  lias  no  intention  of  im- 
]iosing  capital  controls — on  inward  or  outward  flows.  We  have  testi- 
fied that  we  are  confident  that  the  Government  already  possesses  ade- 


quate  safeguards  to  protect  the  national  interest  against  problems  that 
might  arise  from  investment. 

Also,  ^Ye  have  decided  to  establish  a  now  office  to  consolidate  infor- 
mation on  investment  flows,  and  in  particular  cases  to  examine  the 
prospective  impact  of  proposed  investments.  Under  these  arrange- 
ments, we  can  expect  to  benefit  from  continued  substantial  flows  of 
investments  into  the  United  States— agaiii,  if  we  can  run  a  strong  and 
inflation-free  economy. 

One  view  that  I  am  sure  has  come  to  the  attention  of  the  subcom- 
mittee asserts  that  a  substantial  volume  of  foreign  investments  in 
dollars  is,  in  effect,  held  involuntarily. 

According  to  tliis  view  there  is  a  massive  "overhang"  of  some  $100- 
$200  billion  of  foreign  official  holdings  of  dollars,  placing  constant 
downward  pressure  on  the  dollar. 

This  use  of  the  term  "overhang"  is  incorrect  and  misleading  in  pres- 
ent circumstances.  I  believe  there  was  a  genuine  OA-ei-hang  several  years 
ago,  in  the  sense  that  some  foreign  countries  had  acquired  dollars  in 
excess  of  amounts  they  really  wished  to  hold. 

This  is  no  longer  the  case.  Dollars  acquired  by  foreign  official  agen- 
cies, and  invested  here  and  in  the  Eurodollar  markets,  are  acquired  by 
choice,  without  tlie  pressures  arising  out  of  a  concern  to  preserve  the 
monetary  system. 

The  United  States  and  the  other  countries  are  taking  important 
steps  to  strengthen  the  international  monetary  structure  at  a  time 
when  there  might  be  severe  pressure  that  could  otherwise  disrupt 
exchange  markets. 

The  technical  details  of  a  draft  agreement  establishing  the  $25  bil- 
lion Financial  Support  Ajri-eement  in  the  OECD  have  just  been  com- 
pleted. I  plan  to  join  with  other  OECD  :Ministers  in  signing  the 
agi-eement  in  Pai'is  on  April  9.  and  we  expect  to  propose  legislation 
authorizing  U.S.  participation  shortly  thereafter. 

This  new  supplementary  facility  will  be  an  important  element  of  our 
efforts  to  develop  a  cooperative  response  on  the  ]^art  of  the  major  coun- 
tries to  the  world  energy-  situation:  and  it  will  also  provide  an  impor- 
tant financial  insurance  mechanism  to  backstop  cooperative  economic 
and  international  monetary  policies. 

Siamature  of  this  agreement  will  bear  witness  to  the  importance  that 
all  OECD  governments  attach  to  this  historic  step  toward  financial 
solidarity. 

rOSSIBLE  CHANGES  IN  RULES  OX  THE  INTERKATIONAL  3I0NETART  STSTEM 

The  IMF  will,  of  course,  continue  to  play  the  central  i-ole  in  meeting 
the  world's  official  multilateral  financing  needs.  The  broad  outlines  of 
a  major  increase  in  IINIF  quotas,  which  would  enhance  its  capacity  to 
perform  this  role,  have  been  tentatively  agreed  upon. 

The  increase  will  be  approved  by  the  Interim  Committee  in  June 
for  submission  to  legislatures,  if  final  agreement  can  be  reached  on  the 
distribution  of  the  new  quotas  and  on  a  series  of  amendments  to  the 
I^SIF  Articles  of  Agreement  being  developed  in  conjunction  with  our 
(|no(a  review. 
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I  do  not  bolievo  it  would  make  sense  to  try  to  introduce  abruptly  a 
new.  hio-ldy  sti'uctured  refoi'in  of  the  monetary  system.  That  was  essen- 
tially the  iud<>:ment  of  the  Committee  of  Twenty  last  June,  and  that 
judgment  remains  valid  today.  But  the  Committee  of  Twenty  did  en- 
Aisage  a  number  of  important  amendments  of  the  TSIF  Articles  to  set 
the  stage  foi-  a  more  evolutionary  process  of  reform  as  circumstances 
wariant.  and  to  help  preserve  the  IMF's  authority  in  dealing  with 
current  monetary  problems. 

The  IMF  executive  directors  are  working  intensively  to  reach  tech- 
nical agreement  on  amendments  designed  to  eliminate  certain  rigidities 
and  anachronisms  in  the  system,  for  consideration  by  the  IMF's  In- 
tei'im  Committee  at  its  Jime  meeting.  Three  of  these  amendments — 
dealing  with  floating  exchange  rates,  gold,  and  the  use  of  IMF  cur- 
rency resources — are  especially  important. 

The  United  States  strongly  supports  an  amendment  to  bring  floating 
exchange  rates  within  the  legal  framewoi'k  of  the  I^IF  Articles.  "We 
are  not  comfortable  with  a  situation  in  which  Ave  and  all  other  coun- 
tries— despite  agreement  that  floating  is  the  only  desirable  and  prac- 
tical course — are  in  technical  violation  of  the  articles  because  our  cur- 
rencies are  floating.  And  continuation  of  this  situation  would  tend  to 
erode  the  Fund's  authority  as  a  "'keeper  of  the  rules." 

As  AA'e  have  discussed  in  the  past,  Mr.  Chairman,  Ave  need  rules  that 
Avould  not  require  specific  Fund  approA^al  for  countries  to  refrain  from 
attempts  to  maintain  their  exchange  rates  within  narroAv  margins 
ai'ound  par  Aalues. 

The  basic  exchange  rate  obligations  of  member  countries  are  to 
collaboiate  Avith  the  Fund  to  promote  exchange  stability,  to  maintain 
oiderly  exchange  arrangements  Avith  other  members,  and  to  avoid 
competitiA'e  exchange  alterations. 

But  countries  should  be  free  to  meet  these  obligations  in  ways  of 
their  OAvn  choosing,  so  long  as  they  adhere  to  internationally  agreed 
standards  of  conduct. 

I  must  i-epoi't  that  the  U.S.  concept  is  not  shared  by  many  of  the 
IMF  members.  A  number  of  countries  are  iirepared  to  retain  the  pres- 
ent rules,  recogjiizing  that  all  of  the  Fund's  membership  is  presently 
in  violation  of  these  i-ules  and  Avill  be  in  violation  for  the  foreseeable 
future.  Some  are  Avilling  to  provide  a  basis  for  floating  in  the  Fund's 
legal  frameAA'ork  but  Avould  constrain  countries'  ability  to  float  more 
tightly  than  Avould  the  United  States. 

"We  shall  continue  to  press  for  provisions  that  do  not  i-equire  specific 
IMF  approval  for  a  country  Avhich  does  not  choose  to  maintain  a  par 
A-alue. 

I  I'emain  hopeful  that  the  dilTerences  on  this  question  can  be  resolved 
satisfactorily. 

We  liaA'e  made  more  progress  toAvard  a  conveigence  of  views  on 
gold.  It  is  agreed  that  the  monetaiy  role  of  gold  shoidd  be  reduced. 
It  is  also  agreed  that  the  concept  of  an  official  international  monetary 
price  foi-  gold  should  be  abolished  and  that  obligations  on  members  to 
use  irold  in  transactions  Avith  the  I^fF,  as  aa'cII  as  obligations  on  the 
T^FF  to  accept  gold  fi-om  membei-s.  should  l)e  eliminated. 
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And  it  is  ao;reed  tliat  the  various  restrictions  that  distingiiisli  gold 
from  other  commodities  and  c:ive  it  special  statns  should  be  eliminated, 
subject  to  special  transitional  ai-raniiements  designed  to  insure  that 
gold's  role  in  tlie  system  is.  in  fact,  reduced. 

The  key  remaining  questions  are  what  these  traditional  arrange- 
ments should  be  and  what  disposal  should  be  made  of  the  fund's  own 
gold  holdings.  We  think  it  is  important  to  have  arrangeme!its  that 
would  effectively  prevent  the  reemergence  of  a  de  facto  official  or  offi- 
cially managed  gold  price,  and  which  would  sharply  limit  official 
purcliases  during  a  transitional  period. 

We  also  believe  the  Fund  should  be  enabled  to  dispose  of  its  gold  in 
an  orderly  fashion  and  possible  arrangements  to  accomplish  this  are 
under  discussion.  We  will  continue  to  work  on  tliese  questions  in  the 
months  ahead,  and  I  will  keep  tliis  connnittee  and  the  Congress  advised 
of  our  progress. 

Finally,  we  are  seeking  amendments  that  would  assure  that  all 
countries'  currency  subscriptions  to  the  IMF  are  usable  by  the  Fund 
under  uniformly  applicable  rules,  conditions,  and  criteria. 

This  is  not  the  case  at  present,  in  that  countries  may  effectively  block 
the  use  of  their  currencies  by  the  Fund,  even  though  they  may  be  in  a 
strong  payments  position.  We  feel  that  such  changes  are  essential  to 
the  rationale  and  justification  for  a  quota  increase,  v.e  will  make  the 
Fund  a  more  truly  cooperative  institution,  and  will  enhance  its  lendijig^ 
capacity. 

This  point  is  generally  accepted  in  principle  and  I  am  hopeful  that 
agi'eement  on  technical  details  can  be  reached  shortly. 

If  these  questions,  and  that  of  the  distribution  of  the  new  quotas,, 
can  be  settled  in  the  coming  weeks,  the  interim  committee  will  be  able 
to  reach  agreement  in  June  on  a  comprehensive  package  of  quotas  and 
amendments.  If  that  tentative  schedule  can  be  met.  we  would  expect  to 
l)e  submitting  the  necessary  legislative  proposals  to  the  Congi'ess  later 
this  year. 

Mr.  Chairman,  this  statement  has  covered  a  lot  of  ground.  Let  me 
conclude  by  emphasizing  the  following  points : 

First,  the  value  of  the  dollar  against  the  generality  of  major  world 
currencies  is  today  very  close  to  its  value  in  1973.  just  after  the  wide- 
spread move  to  floating  rates.  The  dollar  has  been  among  the  most- 
stable  of  major  currencies. 

Second,  financial  officials  in  almost  every  country  agree  that  it  would 
be  undesirable  to  try  to  peg  exchange  rates  today,  but  that  they  will 
cooperate  to  maintain  orderly  conditions. 

Lastly,  in  our  efforts  to  maintain  the  dollar's  value  we  will  concen- 
trate on  strengthening  our  domestic  economy  through  responsible 
monetary  and  fiscal  policies  at  home.  Let  us  always  remember  that  the- 
one  fundamental  condition  for  a  sound  dollar  is  a  strong,  inflation- 
proof  IT.S.  economy. 

Mr.  Chairman,  Jack  Bennett  and  Chuck  Cooper  and  I  will  be  glad 
to  respond  to  any  questions  that  you  may  have. 

Chairman  Reuss.  Thank  you  for  that  excellent  statement,  Mr. 
Secretary. 
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[The  tables  and  chart  attached  to  Secretary  Simon's  statement 
follow :] 

TABLE  1.— TRADE-WEIGHTED  EXCHANGE  RATE  CHANGES  FOR  SELECTED  CURRENCIES  DURING  THE  PERIOD  OF 

WIDESPREAD  FLOATING- MARCH  1973-MARCH  1975  1 

(Percent  changes  relative  to  rates  prevailing  at  end  of  February  1973) 

United  United 

As  of  end  of  month  States      German     Kingdom    Japanese         Swiss        French         Italian      Canadian 

or  date  shown  dollar  mark        pound  yen  franc  franc  lira  dollar 

Julys,  19732     -4.4  13.3  -3.4  -0.8  2.5  3.6  -14.4  -1.8 

September  1973 -2.6  li.7  -7.2  -.3  -3.2  -.6  -17.4  -1.8 

January  24,  1974= 5.1  8.4  -6.8  -9.2  -.5  -8.0  -12.0  2.2 

March  1974 -1.1  12.2  -4.7  -2.5  -2.8  -7.7  -12.4  2.1 

September  1974 2.2  8.6  -5.2  -9.1  6.9  -4.6  -16.9  1.8 

Mar.  19,  1975_ -2.2  13.4  -9.2  -8.6  15.7  -1.7  -22.2  -1.1 

•  Trade-weighted  average  appreciation  (+)  or  depreciation  (— )  of  each  currency  vis-a-vis  all  other  OECD  currencies. 
'  Low  point  for  dollar  during  period. 
»High  point  for  do'lar  during  period. 

Source:  Department  of  the  Treasury 

Table  2. — Maximum  variation  in  trade-weighted  exchange  rate  indexes  during 
period  of  widespread  floating^ 

Trade  weighted  index  for :  .  ^ari^m^ 

Italian  lii'a 27. 1 

Swiss  franc 24.  4 

New  Zealand  dollar IS.  7 

French  franc 17.  9 

Australian  dollar 17.  7 

Spani.sh  peseta 16.  4 

Japanese  yen 16.  3 

Pound   .sterling 13.  3 

German  mark 12.  6 

Austrian  .schilling 12.  0 

Netherlands  guilder 10.  6 

Norwegian  krone 10.  3 

IT.S.  dollar 10.  0 

Swedi.sh  ki-ona 7.  5 

Belgian  franc 6.  9 

Danish    krone 0.  7 

Canadian  dollar 5.  6 

1  Measuretl  as  the  percentage  by  which  the  highest  trade-weighted  value  of  each  of  the 
listed  currencies  vis-a-vis  all  other  OECD  currencies  exceeded  the  lowest  trade-weighted 
value  for  that  currency  during  the  period  Feb.  2S,  1973-Mar.  19,  107.5.  Values  are  relative 
to  t)asp  rates  as  of  Feb.  2S,  1973.  Data  arc  for  the  end  of  each  month  prior  to  Apr.  is.  1974, 
and  both  weekly  and  end-of -month  thereafter. 

Source  :  Department  of  the  Treasury. 

TABLE  3.— DIFFERENCES  BETWEEN  SHORT-TERM  INTEREST  RATES  IN  SELECTED  FOREIGN  FINANCIAL  MARKETS 

AND  THE  UNITED  STATES 
[End  of  period;  percent  per  annuml 

September  January  March  Latest 

1974  1975  1975  date 

Germany 

France 

Switzerland. 

Japan. 

Canada '. 

Italy 

Belgium 

Netherlands 

United  Kingdom 

United  States  (actual  rates).. J 

NOTES 

Positive  numbers  indicate  foreign  interest  rate  higher  than  U.S.  interest  rate. 

Short-term  rates:  United  Kingdom  90-day  local  authority  deposits;  Germany~3-mo  interbank  loan  rate;  France— call 
money  rate  against  private  paper;  Italy— 3-mo  interbank  rate;  Belgium— rate  on  4-mo  Treasury  bills  at  mid-month; 
Switzerland— 3-mo  deposit  rate;  Japan— call  money  rate,  unconditional;  Canada— Canadian  finance  company  paper; 
United  States-60-89-day  prime  bank  CD  rate. 

'  Switzerland  imposed  a  negative  interest  rate  of  40  percent  on  foreign  deposits. 
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Changes  in  Value  of  U.S.  Dollar 
PERCENT           Trade  Weighted  Vis-A-Vis  Other  OECD  Currencies 
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Value  Index 
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Mar  Wa/  July         Sept         Nov.  Jan  Mar  May  July  Sept         Nov.  Jan         Mar 
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Oi-.a  i'i  -noTMhi,  ic  1973  '.«-k'»  '0'  197-J  j-o  1975 
Sou'ce    Oeoa'imeni  c'  l^e  Tiea^u*/ 

Chairman  Eeuss.  I  think  the  committee  and  the  Secretary  are  in 
complete  agreement.  If  we  want  the  international  dollar  to  be  safe  and 
strong,  the  best  thing  we  can  do  is  get  our  own  economic  house  in  order 
here  at  home  and  move  toward  the  goal  of  full  employment  without 
inflation  as  the  1946  act  commands  us. 

Let  me  talk  a  little  bit  about  intervention.  You  state  very  cogently, 
I  think,  that  trying  to  intervene  in  the  foreigii  exchange  market  to 
change  the  general  value  of  the  dollar,  because  somebody  thinks  it  is 
too  high  or  too  low,  is  not  a  good  idea.  The  only  excuse  for  intervention 
by  this  country  ought  to  be  whether  there  are  so-called  disorderly  mar- 
kets, that  is  to  say,  markets  so  fragile  that  either  no  sales  are  being 
made  or  that  the  only  sales  being  made  are  at  widely  disparate  prices. 

Isn"t  that  a  fair  statement  ? 

Secretary  Simox.  That  is  correct,  Mr.  Chairman. 

Chainnan  Reuss.  You  state  that  since  last  September  total  market 
intervention  by  the  United  States  has  amounted  to  slightly  more  than 
$1  billion.  Is  that  $1  billion  a  net  or  a  gross  figure  ? 

Secretary  Simox.  That  is  a  net  number,  Mr.  Chairman. 

Chairman  Reuss.  In  other  words  then  somebody  could  have  sold 
$100  billion  and  bought  back  $99  billion  and  that  would  come  out  at 
$1  billion? 

Secretaiy  Si:\rox.  Right. 

Chairman  Reuss.  Well,  that  is  very  interesting.  Can  you  now  toll 
me  how  much  was  sold  since  last  September  and  how  much  has  been 
bought  ? 

Secretary  Simox.  It  is  within  a  few  million  of  the  same  number, 
Mr,  Chairman.  If  it  were  unwound  today,  if  you  will,  the  cost  at  the 
present  market  would  be  approximately  $10  million  but  with  the  dol- 
lar strengthening  presently  and  with  our  outlook  as  stated  in  my  state- 
ment obviously  this  could  be  taken  care  of. 
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Chairman  Reuss.  Could  you  file  at  this  point  in  the  record  when  you 
correct  your  testimony  the  exact  amount  of  sales  and  purchases? 

Secretary  Simox.  Certainly.  As  you  know,  we  have  never  made  pub- 
lic the  intervention  fio^ires  except  with  a  timelag,  but  we  do  communi- 
cate with  a  subcommittee  of  the  Congress  in  executi^•e  session  30  days 
after  monthend  vrith  the  exact  intervention.  We  will  be  glad  to  give 
you  this,  sir. 

Chairman  Eeuss.  Thank  you.  The  reason  I  ask  is  that  at  sometimes 
in  the  past  some  foreign  central  banks  have  in  their  intervention,  so 
to  speak,  churned  the  portfolio,  sold  like  mad  in  the  morning,  and 
bought  like  mad  in  the  afternoon  with  no  visible  purpose  other  than 
to  be  busy.  Therefore,  the  net  figure  you  gave  us  will  be  greatly  sup- 
plemented by  that  other  information. 

Secretary  Simox.  Certainly. 

[The   following   information   was  subsequently   supplied   for  the 

record :] 

U.S.  Intervention,  Oetoier  197 //-Feb r nary  1915 

MiUiona  of 
doll  firs 

U.S.  purcha.ses  of  foreign  currencies .$1!>0 

U.S.  sales  of  foreign  currencies 1,305 

Net  U.S.  sales  of  foreign  currencies 1,  llo 

Chairman  Reuss.  Starting  with  the  $1  billion  net.  the  great  part  of 
this  occurred  in  the  last  few  weeks,  since  February  1,  did  it  not? 

Secretary  Simox.  The  bulk  of  it  has  been  since  January  of  this  year, 
3^es,  sir. 

Chairman  Reuss.  By  the  bulk  of  it,  my  arithmetic  indicates  that 
this  is  $700  or  $800  million  of  the  $1  billion. 

Secretary  Simox.  I  was  going  to  say  three-quarters,  Mr.  Chairman, 
yes. 

Chairman  Reuss.  Well,  was  this  a  period  marked  by  disorderly  mar- 
kets? The  month  of  February  in  which  all  of  this,  most  of  it  was  done, 
seems  to  have  been  quite  flat  as  far  as  the  dollar  was  concerned. 

Why  all  the  excitement  ? 

Secretary  Simox.  It  was  disorderly  on  occasion,  and  several  state- 
ments were  made  that  threatened  to  make  the  markets  even  more  dis- 
orderly— as  per  my  statement,  the  indexing  to  the  SDR  which  was 
misunderstood  in  many  quarters,  and  the  misinterpretation  of  our 
balance-of -payment  figures;  and  the  intervention  was  deemed  wise  at 
this  time,  in  consultation  with  the  Federal  Reserve  and  with  other 
nations. 

Chainnan  Reuss.  You  have  stated  the  official  policy  of  the  United 
States  with  regard  to  intervention;  namely,  we  do  not  intervene — 
irrespective  of  what  others  may  do — except  when  there  are  disorderly 
markets. 

Who  was  responsible  for  implementing  that  policy  ? 

Secretary  Simox.  Well,  we 

Chairman  Reuss.  The  President?  The  State  Department?  The 
Ti-easui-y  ?  The  Federal  Reserve  ? 

Secretary  Simox.  It  is  joint  consultation  with  the  Treasury  Depart- 
Mient  and  the  Federal  Reserve. 
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Chairman  Eeuss.  Those  two  ? 

Secretary  Simon.  Yes,  sir. 

Chairman  Reuss.  Who  does  the  actual  buying  and  selling? 

The  Fed,  does  it  not? 

Secretary  Simon.  Yes,  the  Federal  Reserve  Bank  of  New  York. 

Chairman  Reuss.  In  each  case  this  has  the  approval  of  the 
Treasury  ? 

Secretary  Simon.  Yes,  sir. 

Chairman  Reuss.  How  is  that  approval  manifest?  In  what  sort  of 
document  ? 

Secretary  Simon.  Xot  in  the  f onii  of  a  letter.  It  is  always  done  in  a 
meeting. 

Chairman  Reuss.  Well,  who  keeps  the  minutes  of  the  meeting? 

Secretary  Simon.  I  don't  believe  official  minutes  are  kept,  Mr.  Chair- 
man. But  i  can  assure  you  that  if  the  thrust  of  your  question  is  that 
intervention  was  done  without  the  Treasury's  approval,  that  is  not 
the  case.  Decisions  to  intervene  in  the  market  are  always  unanimous. 

Chairman  Reuss.  Billions  of  dollars  are  involved  and  there  is  a 
]wssibility,  as  you  yourself  have  so  well  testified,  that  w^rongheaded 
intervention  can  do  great  harm.  Just  as  the  open  market  committee 
keeps  records  of  domestic  policy,  wouldn't  it  be  a  good  idea  if  ex- 
change market  inter\entions  were  reported  so  that  Congress,  after  the 
event,  could  take  a  look  and  assure  itself  that  the  matter  had  been 
thoughtfully  considered. 

Secretary  SrvioN.  The  Fed  keeps  an  accurate  record,  of  course,  of 
hour-by-hour  intervention.  I  see  no  harm  in  us  keeping  a  memorandum 
of  discussion,  which  is  what  you  are  suggesting,  on  why  we  made  the 
decisions  we  did,  and  what  the  conclusions  were  in  our  consultations 
with  the  Federal  Reserve. 

Chairman  Reuss.  You  either  intervene  or  you  don't,  and  interven- 
tion is  a  positive  act.  It  must  be  agreed  to  by  someone,  and  if  I  were 
dealing  with  billions  of  dollars,  I  would  certainly  want  a  little  crum- 
pled up  piece  of  paper  some  where  to 

Secretary  Simon.  As  I  say,  I  would  see  no  harm  in  that. 

Chairman  Rextss.  Could  we  then  have  some  sort  of  informal  minute 
keeping  so  that  we  know  that  it  was  authorized  and  the  reason  for  the 
decision  ? 

Secretary  Simon.  The  development  of  the  rationale  behind  our 
thinking;  surely. 

Chairman  Reuss.  That  will  be  most  satisfactory. 
In  a  statement  made  to  this  committee  on  February  7,  the  Federal 
Reserve  Chairman,  Arthur  Burns,  said  "The  Federal  Reserve  and 
other  central  banks  can,  and  occasionally  do.  intervene  to  smooth  out 
movements  in  exchange  rates."' 

Now  smoothing  out  movements  is  another  phenomenon  than  prevent- 
ing disorderlv  markets. 

Secretary  Simon.  Isn't  that  funny  ?  I  would  interpret  Arthur's  re- 
mark there  as  the  same — smoothing  out  the  markets  where  we  have 
had  unusual  or  uncalled-for  moves  in  an  exchange  rate  of  a  particular 
currencv.  That  is  what  I  would  take  the  remark  to  mean. 

Chairman  Reuss.  Does  the  Treasury,  in  giving  permission  for  a 
given  intervention,  make  an  independent  judgment  as  to  whether  dis- 
orderliness  is  in  the  air  ? 

57-390—75 3 
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Secretary  Simon.  We  certainly  do.  We  are  in  constant  touch.  Jack 
Bennett,  my  Undersecretary  for  Monetary  Affairs,  keeps  a  ^ery  close 
Avatcli  on  this  sector  and  we  do  indeed  arrive  at  judgments  indept-nd- 
ently.  Who  precipitates  the  phone  call  to  the  Fed,  or  whether  we  call 
them  or  they  call  us,  varies  from  time  to  time. 

AVe  attempt,  however.  ]Mr.  Chairman,  always  to  act  rather  than 
react,  and  we  attempt  to  be  anticipatory,  because  sometimes,  as  you  well 
know,  if  market  movements  are  allowed  to  go  too  far,  the  intervention 
would  have  to  be  larger  than  if  you  could  nip  it  in  the  bud,  if  you  will. 
At  other  times  it  would  be  uncalled  for — contradictory  to  the  under- 
lying market  forces.  This  is  what  3'ou  and  I  would  strongly  object  to — 
the  pegging  of  a  rate — Avhich  we  absolutely  would  not  do. 

Chairman  Reuss.  Well,  I  certainly  agree  that  pegging  a  rate  is  an 
error.  I  would  also  agree  that  fixing  a  zone  or  band  is  an  error. 

Secretary  Simox.  So  do  we. 

Chairman  Reuss.  I  don't  think  that  covers  the  firmament  because 
between  those  two  things  and  disorderly  markets  is  a  middle  area. 
Some  official,  though  he  isn't  pegging,  though  he  isn't  holding  to  a 
zone,  may  nevertheless  feel  that  the  dollar  is  too  high  or  too  low  and 
want  to  improve  matters,  so  he  intervenes. 

Secretary  SiMOX.  There  always  has  to  be 

Chairman  Reuss.  He  is  a  man  to  be  watched,  too,  isn't  he? 

Secretary  Simon.  Well,  yes,  the  person  wlio  would  be,  as  you  suggest^ 
perhaps  thinking  the  way  down  deep  or  perhaps  not  even  down  deep 
that  pegging  the  dollar  at  a  particular  rate  or  zone  would  be  desirable. 
We  resist  that  notion,  as  I  have  said. 

We  will  only  agree  to  intervention  in  the  market  when  indeed  there 
are  disorderly  conditions  developing  in  the  marketplace. 

Chairman  Reuss.  If  the  U.S.  authorities  move  to  raise  the  inter- 
national value  of  the  dollar,  they  think  it  is  too  low,  they  think  it  is 
losing  prestige,  this  could  have  some  unfortunate  consequences,  could 
it  not? 

For  example,  just  to  be  very  practical,  in  Detroit  today  there  are  a 
great  number  of  unsold  compact  motorcars.  Detroit  would  like  to  sell 
those  and  it  is  largely  a  matter  of  price. 

If  somebody  pursues  the  wrong  kind  of  intervention  and  raises  the 
value  of  the  dollar,  that  makes  Volkswagen  or  Fiat  compacts  from 
Italy  or  Germany  that  much  cheaper  in  the  United  States.  It  would 
perhaps  unwittingly  put  someone  out  of  a  job  in  Detroit,  would  it  not  ? 

Secretary  Simon.  AVell,  that  could  be  the  effect.  Again,  the  motion 
of  setting  artificial  exchange  rates  based  on  the  collective  wisdom  or 
individual  wisdom  of  a  so-called  market  expert  is  a  wrongheaded 
idea. 

Chairman  Reuss.  As  further  proof  of  its  wrongheadedness,  could 
not  such  action  also  lose  a  job  for  a  worker  in  Chicago  who  makes 
machinery  that  his  company  wants  to  sell  in  export  markets? 

Secretary  Simon.  Yes. 

Chairman  Reuss.  Do  you  think  that  American  prestige,  again  absent 
disorderly  conditions,  is  really  at  stake  just  because  the  dollar  at  some 
l)oint  gets  lower  than  somebodv  somewhere  himself  would  like  to 
see  it? 

Secretary  Simon.  You  know,  we  talk  about  American  prestige  and 
we  worry  about  it  and  we  continue  to  focus  as  I  have  so  often  said. 
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here  in  Washington  on  attackinor  the  results  of  the  problem  rather 
than  the  causes  of  it. 

Sure,  if  the  dollar  continues  to  decline  and  is  deemed  to  be  an  unsafe 
currency  by  other  countries  what  we  ought  to  do  is  look  at  the  reasons 
why  and  not  attempt  to  artificially  peg  a  dollar  rate  in  contradiction 
to  the  market,  which  is  the  only  true  force  that  can  set  a  rate  that 
people  are  willing  to  own  and  hold  dollars  at. 

That  problem,  as  I  outlined  several  times  in  my  statement,  is  infla- 
tion. If  we  run  a  sound,  balanced,  fiscal  and  monetaiy  policy  in  this 
country  and  have  a  relatively  inflation-proof  economy,  we  are  going 
to  return  to  a  very  strong  dollar. 

Chairman  Reuss.  Thank  you.  I  appreciate  your  answers. 

Congressman  Hamilton  ? 

Representative  Hamiltox.  Thank  you.  Mr.  Secretary,  I  want  to 
raise  a  question  or  two  about  the  international  energ^^  program.  As  I 
understand  it  we  have  reached  a  tentative  agreement  on  an  lEP  and 
part  of  that  agreement  relates  to  the  situation  that  would  prevail  in 
the  event  of  an  emergency. 

We  have  recently  had  a  major  setback  in  our  Mideast  policy  over  the 
past  weekend  and  it  raised  in  the  minds  of  everyone  I  am  sure  the  pos- 
sibility of  a  crunch  of  some  kind  developing  once  again  on  oil  supplies. 

Under  that  emergency  arrangement  that  has  been  w^orked  out  one 
provision  relates  to  the  allocation  of  available  oil.  By  available  oil  is 
meant  domestic  oil  or  oil  that  will  continue  to  be  imported  into  a 
country.  The  shortfall  is  then  spread  among  parties  to  the  agreement. 

I  would  like  to  ask  you  just  what  this  means  so  far  as  the  United 
States  is  concerned.  We  have  a  much  larger  percentage  of  our  oil  pro- 
duced domestically  than  most  of  the  nations  that  are  party  to  this 
agi'eement. 

What  does  it  mean  so  far  as  sharing  our  domestic  supplies  and  the 
oil  imported  from  other  countries  that  might  not  participate  in  any 
kind  of  a  restrictive  action  against  us  ? 

Secretary  Simox.  Well,  it  involves  allocation  of  all  the  available 
supplies,  domestic  and  international,  but  only  after  each  country  has 
put  in  effective  conservation  programs  and  actually  cut  their  total 
consumption. 

Representative  Hamiltox.  Does  that  mean  the  agreement  on  allo- 
cating available  oil  is  not  in  effect  at  the  present  time  ? 

Secretary  Simox.  It  would  allocate  to  the  countries  that  have  been 
embargoed. 

Representative  Hamiltox.  ^^Hiat  does  this  mean  for  the  United 
States? 

Suppose  you  do  have  an  embargo  ?  Does  this  mean  we  will  have  to 
share  some  of  our  domestic  oil  with  other  countries,  and  if  so,  how 
much  are  we  going  to  have  to  share  with  them  ? 

Secretary  Simox.  It  all  depends.  Take  the  woi-st  case  situation,  an 
OPEC  embargo  of  the  entire  world,  which  you  can  give  your  own 
probabilities.  In  that  case,  the  United  States  would  have  to  share. 
The  best  case  from  a  world  supply  viewpoint  would  be  an  embai'go 
aimed  directly  at  the  United  States,  where  we  Avould  be  getting  addi- 
tional oil  from  other  countries. 

There  is  a  range  of  possibilities  in  betAveen  those  two.  If  there  Avere 
other  countries  embargoed  along  with  the  United  States,  as  the  Xether- 
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lands  was  the  last  time,  then  there  would  be  other  countries  sharing. 
But  the  best  case  and  the  worst  case  are  those  two. 

Representative  Hamilton.  What  if  you  had  a  repetition  of  the 
event  that  occurred  last  winter  ? 

Secretary  Simox.  We  would  be  gainers,  Congressman  Hamilton. 

Representative  Hamilton.  I  didn't  hear  you. 

Secretary  Simon.  We  would  be  gainers  because  the  rest  of  the  world 
Avas  not  embargoed. 

Representative  Hamilton.  Do  I  understand  that  in  that  situation 
we  would  not  have  to  allocate  any  of  our  oil  to  other  countries,  Mr. 
Secretary  ? 

Secretary  Simon.  We  would  be  recipients. 

Representative  Hamilton.  I  see. 

Well  then,  we  would  have  to  share  then  only  in  what  circumstance? 

Secretary  Simon.  We  share  if  there  is  a  virtual  cutoff  of  the  entire 
world  of  OPEC  oil.  At  that  point  it  triggers  conservation  in  every 
country,  of  course,  the  storage  treatment,  that  will  take  years  to  get 
necessary  storage  in  a  country,  and  the  formula  goes  into  effect  on  how 
it  would  be  allocated  worldwide  in  that  highly  unusual  circumstance. 

Representative  Hamilton.  Do  I  understand  that  this  agreement  is 
now  in  place  and  operative  ? 

Secretary  Simon.  Yes,  sir. 

Representative  Hamilton.  Is  that  a  correct  understanding? 

Secretary  Simon.  Yes,  sir. 

Representative  Hamilton.  I  would  also  like  to  ask  about  the  so- 
called  $25  billion  solidarity  fund  which  I  think  is  sometimes  referred 
to  as  the  Simon-Kissinger  fund,  with  regard  to  recycling. 

Are  there  any  safeguards  in  that  solidarity  fund  to  assure  future 
repayment  by  debtor  countries;  if  so,  what  are  they? 

Secretary  Simon.  It  is  a  program  based  on  guaranties  by  these  gov- 
ernments. As  far  as  the  decisions  to  make  loans,  the  main  decisions  will 
require  a  two-thirds  weighted  majority  plus  a  simple  unweighted 
majority  of  the  countries  voting  and  I  think  that,  plus  the  guarantees, 
is  safeguard  enough. 

And  borrowers  also  have  to  follow  sound  economic  policies — that  is 
the  purpose  of  this  safet}-  net,  ''last  resort"  facility.  It  was  a  major  step 
toward  integrating  economic  and  energy  and  financial  policies.  So 
they  have  to  follow  sound  economic  policies  at  home  to  be  judged  by 
the  financial  ministers  who  will  be  voting  on  loans  on  the  basis  of  those 
policies  as  well  as  the  appropriate  energj  policies. 

Repre^sentative  Hamilton.  Now  what  kind  of  liability  does  the 
United  States  have  in  this  situation  ? 

Suppose  you  have  a  numl^er  of  defaults  for  example  ? 

Secretary  Simon.  The  risk  is  shared  by  all  members,  Congressman 
Hamilton.  Our  quota  is  27.8  percent  of  the  total. 

Representative  Hamilton.  jNIeaning  we  would  pick  up  27.8  percent 
of  any  debtoi-  liability  that  would  occur  ? 

Seci-etary  Simon.  That  is  correct. 
•  Representative  Hamilton.  What  is  our  contribution  to  the  fund? 

Secretary  Simon.  Our  contribution  to  this  fund  would  be  27.8  per- 
cent of  approximately  $25  billion,  but  this  contribution  would  only  be 
made  on  call.  It  would  not  be  o-iven  in  advance  of  need. 
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Representative  Hamilton.  'Wliat  is  the  status  of  that  before  the  Con- 
gress? Are  you  seeking  any  money  for  it  in  the  fiscal  1976  budget  ? 

Secretary  Simon.  I  will  be  going  over  on  April  9  to  sign  this  agree- 
ment subject  to  the  acceptance  of  Congress  and  we  have  been  in  active 
consultation  with  you  and  will  continue  to  be  on  the  various  proposals 
and  the  legislation  that  is  required. 

There  will  be  absolutely  no  obviation  of  the  congressional  process, 
Congressman  Hamilton. 

Representative  Hamilton.  I^t  me  direct  you  also  to  a  provision  in 
the  Trade  Act  of  1974  Avhich  authorizes  the  President  to  consider  how 
access  to  supplies  of  raw  materials  can  be  guaranteed.  The  act  requires 
the  President  to  enter  into  discussions  with  regard  to  our  access  to  raw 
materials. 

Can  you  bring  us  up  to  date  on  what,  if  anything,  has  happened 
pursuant  to  that  provision  of  the  Trade  Act  ? 

Secretary  Simon.  The  discussions  have  just  started.  Nothing  sub- 
stantive or  definitive  has  happened. 

Representative  Hamilton.  What  do  you  mean  "just  happened,"  in 
the  administration  or  in  Geneva  ? 
Secretary  Simon.  In  Geneva. 

Representative  Hamilton.  What  form  did  the  discussion  take? 
Secretary  Simon.  Through  GATT. 

Representative  Hamilton.  So  discussions  are  going  on  with  GATT 
nations  with  regard  to  our  access  to  raw  materials  that  we  are  short  of. 
Secretary  Simon.  It  is  part  of  the  overall  discussions  and  will  be 
part  of  the  multilateral  trade  negotiations  that  arc  commencing  as 
well— the  ac<3ess  to  supply,  potential  threats  of  cartels  in  manj^  of  these 
internationally  traded  raw  materials. 

Representative  Hamilton.  Do  you  have  suggestions  to  make  as  to 
the  timeframe  under  which  we  might  expect  some  kind  of  multilateral 
understandings  to  develop  with  respect  to  our  access  to  raw  materials? 
Secretary  Simon.  I  honestly  think  it  is  impossible  to  say  it  will  be 
a  year  or  6  months.  It  is  a  very  complex  negotiation  involving  many 
different  aspects  and  reluctance  to  agree  in  certain  areas  and  absence 
of  agreement  in  other  areas.  That  is  why  it  is  impossible  to  put  a  time- 
frame on  it,  Congressman  Hamilton. 

Representative  Hamilton.  We  have  seen  articles  in  recent  days  with 
respect  to  OPEC  countries  abandoning  the  dollar  and  cutting  their 
ties  to  the  dollar.  They  have  decided  within  recent  months  not  to  peg 
their  own  money  to  the  dollar  but  to  the  special  drawing  rights. 

I  suppose  it  is  possible  within  time  that  they  will  no  longer  price 
their  oil  in  terms  of  dollars  which,  as  I  understand,  they  do  today. 

How  do  you  read  these  developments  in  the  OPEC  countries  and 
how  serious  do  you  think  it  is  and  is  it  a  setback  if  they  are  doing  that  ? 
Secretary  Simon.  We  don't  think  it  is  serious.  They  did  this  for 
domestic  purposes  as  far  as  their  imports  are  concerned  and  you  have 
to  remember  tliat  the  basket  of  countries  that  make  up  the  SDR,  the 
U.S.  dollar  is  the  most  heavily  weiglited,  SI)  pei-cent. 

Representative  Hamilton.  So  you  don't  view  that  trend  with  any 
alarm  at  all  ? 

Secretary  Simon.  No.  sir.  That  is  riglit.  I  don't.  Again.  I  would  say 
that  the  basic  source  of  strength  of  the  dollar  is  a  strong  U.S.  economy, 
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and  I  feel  compelled  to  continue  to  emphasize  the  point  that  we  need 
not  Avoriy  about  the  strenofth  of  our  dollar  when  we  maintain  sound 
economic  policies  here  in  the  I'nited  States. 

Representative  Hamiltox.  I  didn't  hear  all  your  statement,  Mr. 
Secretary,  before  I  came  in  and  you  may  have  covered  this,  but  to  what 
do  3'OU  primarily  attribute  the  recent  decline  of  the  dollar  exchange 
rate  ? 

Secretary  Simon.  I  think  primarily  a  reduction  of  our  interest  rates 
in  advance  of  other  countries.  Our  short-term  interest  rates  have  de- 
clined. Our  3-month  Treasury  bill  rate — which  is  the  barometer  that 
I  have  always  used — has  declined  from  close  to  10  2:)ercent  in  Auo;ust 
down  to  about  514  percent  now.  Of  course  this  always  has  an  effect  on 
the  flows. 

Representative  Hamiltox.  Mr.  Bernstein,  a  few  days  aofo.  attributed 
that  decline  in  large  measure  to  the  large  capital  outflows  from  the 
United  States  last  vear. 

Do  you  take  a  different  position  than  that  ? 

Secretary  Simon.  Last  year  there  were  really  inflows,  not  outflows. 
I  am  not  sure  I  understand  that  position. 

Representative  Hamilton.  There  was  a  capital  inflow  last  year. 

Secretary  Simon.  Well,  I  commented  in  my  statement  on  our  balance 
of  payments  and  on  the  report  last  week  of  a  $10.6  billion  balance-of- 
payments  deficit  on  current  and  long-term  capital  transactions.  But 
the  way  these  figures  are  calculated  in  our  Government  excludes  most 
of  the  investments  in  the  United  States— approximately  $11  billion 
as  l^est  we  can  measure  it — that  came  into  the  United  States  from 
OPEC  countries. 

Inclusion  of  these  investments  in  the  balance  would  have  put  us  in 
balance  and  ):)erhaps  even  into  surplus,  if  we  could  trace  all  the  invest- 
ments— which  I  suggest  is  impossible.  Also  the  declining  dollar  was 
the  result  of  some  fears  about  our  domestic  economy — and  let  me 
assure  you  that  in  my  frequent  meetings  and  meetings  with  finance 
people  around  the  world,  it  is  clear  our  domestic  policies  today  as  they 
threaten  our  future  are  raising  serious  questions  in  the  minds  of  my 
associates  all  over  the  world, 

I  look  forward  to  going  to  Europe  in  2  weeks,  and  I  will  be  meeting 
with  my  Finance  jNIinister  counterparts.  But  they  are  somewhat  con- 
cerned as  T  ob\iously  have  been  somev.'hat  concerned — and  that  is  put- 
ting it  mildly — with  our  domestic  policies  as  far  as  their  inflationary 
impact  next  year  and  the  year  after. 

We  continue  to  look  at  the  short  term  here  in  the  United  States  and 
not  develop  the  sound  policies  that  are  going  to  assure  a  strong  U.S. 
economy  in  the  future.  We  disregard  the  fact  that  we  lived  for  a 
decade  with  excessive  fiscal  and  monetary  policies  and  work  on  the 
foolish  assumption  that  we  cannot  pay  any  price  that  there  will  be  no 
i:)eiialty  for  these  sins. 

Well.  I  suggest  that  is  a  wrong-headed  notion. 

Representative  Hamilton.  Thank  you,  Mr.  Chairman. 

Chairman  Reuss.  I  know,  Mr.  Secretary,  you  have  another  date  up 
on  Capitol  Hill  so  I  am  just  going  to  ask  you  one  short  question  before 
we  turn  to  ]Mr.  Bennett  and  Mr.  Cooper,  and  you  may  go  your  way. 

In  your  statement  you  give  your  gratifying  reassurance  once  again 
to  this  subcommittee  that  it  is  the  U.S.  position  that  any  amendments 
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to  the  articlos  of  the  IMF  should  make  clear  that  there  is  no  stigma 
<attached  to  a  country  that  wants  to  use  the  system  of  flexible  exchange 
rates  such  as  we  now  have. 

And  that  a  counti-y's  decision  to  use  flexible  exchange  rates  should 
not  be  made  dependent  upon  special  permission  granted  by  the  other 
nations  of  the  Fund.  We  are  in  accord  on  that  view.  My  only  concern 
is  that  you  also  indicate,  as  you  have  to,  that  there  are  others  that  take 
a  different  view. 

1  would  emphasize  once  again  that  I  hope  you  make  clear  to  your 
negotiating  partners  that  we  in  the  Congress  feel  very  strongly  about 
this.  We  would  not  feel  good  about  ratifying  amendments  to  the 
articles  which  compel  the  United  States  to  live  a  fib,  so  to  speak,  by 
continuing  to  operate  as  we  are  now  doing  in  violation  of  the  technical 
wording  of  the  IMF  charter. 

Secretary  Soiox.  Yes,  that  is  right. 

Cliairman  Keuss.  Since  I  believe  our  views  are  identical,  I  don't  see 
any  problem  in  your  making  it  clear  that  Congress  must  ratify  any 
aniendments  to  the  IMF  articles.  Therefore,  since  we  don't  object  to 
our  friends  adopting  fixed  exchange  rates  if  they  think  that  is  what 
is  best  for  them,  they  should  not  object  to  our  adopting  fiexible  ex- 
change rates  if  that  is  what  we  think  is  best  for  us. 

Secretary  Simox.  Mr.  Chairman,  let  me  assure  you  that  I  have,  and 
I  will  continue  to  impress  this  fact  upon  my  counterparts  in  the  in- 
terim committee.  We  were  very  flexible  in  the  most  recent  meetings, 
at  least  I  was  told  we  were,  where  Ave  made  some  concessions  primarily 
in  the  area  of  quotas.  Our  agreement  to  these  concessions  is  based  on 
agreement  on  floating  rates,  on  the  whole  package,  let's  not  just  take 
one  ])articular  item  out. 

We  feel  Aery  strongly  about  this,  Mr.  Chairman,  as  I  know  you  do. 

Chairman  Reuss.  Sounds  good.  Thank  you  for  coming,  Mr.  Secre- 
tary, and  if  you  would  uoav  excuse  yourself  we  will  ask  ^Ir.  Bennett 
and  ]Mr.  Cooper  to  stay  around. 

Let  me  start  with  Mr.  Bemiett  and  perhaps  the  $2.5  billion  safety  net 
figure  that  Congressman  Hamilton  Avas  inquiring  about.  As  has  been 
made  clear  the  U.S.  exposure  in  that  $25  billion  safety  net  Avould  be 
some  27.8  percent  of  the  total. 

Xow  many  of  our  negotiating  partners  Avere  quite  Avilling  that  the 
entire  safety  net  facility  be  handled  luider  tlie  International  Monetary 
Fund,  where  there  is  already  in  place  $6  billion  safety  net. 

And  in  the  I^IF  our  exposure  is  only  on  the  order  of  22  precent.  ]My 
question  is,  Avhy  don't  Ave  go  along  Avith  the  big  infusion  into  the  IMF, 
wliere  the  Arab  countries  are  members  ?  They  avouUI  then  have  to  take 
some  part  of  the  risk  too.  We  Avould  thus  avoid  burdening  tlie  tax- 
paA'ers  Avith  that  ext  ra  5  percentage  points  of  exposure. 

^Ir.  Bexxett.  As  you  knoAv.  ]\Ir.  Chairman,  the  solidarity  fund  is 
supplemental  to  use  of  the  IMF.  So  Ave  are  planning  to  make  primary 
use  of  IMF.  The  IMF  Avill  set  up  the  so-called  oil  facility  for  this  year 
upto$5billionSDR-s. 

To  date  the  IMF  has  only  been  able  to  raise  somewhat  less  than 
half  of  that.  I  am  sure  they  will  raise  more.  It  is  not  entirely  clear 
that  they  Avould  liave  been  able  to  raise  more  tlian  the  $5  billion,  al- 
thouirli  that  Avas  the  original  proposal. 

I  think  it  may  be  misleading  to  contrast  the  U.S.  22  percent  in  the 
IMF  to  the  2T.8  percent  in  the  solidarity  fund.  In  the  IMF,  a  large 
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number  of  the  quotas  are  etTectivelv  not  usable  so  that  our  share  of 
tlie  usable  resources  in  the  IMF  is  probably  a  larger  percentage  than 
our  27.8  percent  in  the  solidarity  fund. 

But  the  primary  reason  for  not  Avishing  to  handle  this  effort  in  the 
IMF  was  that  it  \vas  considered  to  be  a  temporary  effort,  an  effort 
of  a  very  large  potential  scale  as  befits  emergency  insurance,  one  that 
was  closely  tied  to  a  package  of  cooperation  in  the  whole  field  of 
energy. 

Chairman  Eeuss.  Well,  I  would  have  to  confess  I  am  a  little  bothered 
by  the  fact  that  countries  like  Saudi  Arabia  and  Kuw^ait  and  others 
that  are  awash  with  reserves,  oil  earnings,  are  not  putting  a  dime  in 
the  $25  billion  safety  net,  wdiereas,  they  play  their  part  in  the  I]MF. 

Mr.  Bennett.  Where  we  hope  they  will  play  an  increasing  part  in 
the  IMF  in  two  senses.  We  hope  they  will  take  a  larger  quota  share 
as  befits  their  current  economic  position. 

We  hope  they  Avill  agree  as  they  should  that  their  quota  subscrip- 
tions should  be  fully  usable.  In  some  important  cases,  practically  speak- 
ing, the  funds  are  not  usable. 

We  anticipate  that  in  fact  they  will  continue  to  make  diversified 
investments  of  a  nature  that  will  make  it  unnecessary  to  call  upon  the 
solidarity  fund.  Only  in  the  event  that  such  diversified  investments 
don't  take  place  will  the  solidarity  fund  come  into  operation. 

Chairman  Reuss.  Wouldn't  the' solidarity  fund  be  even  more  solid 
if  the  Kuw^aits  and  Saudis  and  others  were  in  on  it  ? 

]\Ir.  Bennett.  Well.  I  wonder.  The  solidarity  fund  comes  into  opera- 
tion only  if  these  countries  don't  invest.  So  it  does  not  support  the  basic 
concept  that  it  depends  on  those  wdiose  failure  to  invest  would  be  tlie 
only  opportunity  for  it  to  come  into  operation. 

Chairman  Eeuss.  I  would  have  thought  you  could  have  no  better 
incentive  to  invest  on  the  pait  of  Kuwait  and  the  Saudis  than  the  sure 
knowledge  that  if  they  don't  measure  up  and  invest  satisfactorily,  that 
they  wnll  be  hooked 'on  the  $25  billion  safety  net.  What  would  be 
more  likely  to  make  them  lackadaisical  about  investment  than  the 
knowledge"  that  if  they  don't  invest,  it  will  be  not  they,  but  largely 
Uncle  Sam  and  the  Federal  Republic  of  Germany  that  have  to  bail 
out  the  member  countries. 

How  would  you  respond  to  that  ? 

Mr.  Bennett.  Well,  I  think  they  are  making  investments  in  the 
places  and  in  the  securities  they  think  are  in  their  best  interests. 

I  don't  think  they  are  making  their  investment  decisions  basically 
for  eleemosynary  reasons.  They  decide  on  a  particular  investment 
because  thev  think  it  is  best  for  them.  I  think  they  will  continue  to  do 
that.  I  don't  think  they  w^ould  have  wished  to  join  in  this  solidarity 
fund  without  some  form  of  guarantee  which  we  would  not  have  pro- 
posed to  give. 

It  seems  to  undermine  the  purpose  of  this  operation  to  make  it 
dependent  upon  those  whose  lack  of  cooperation  would  be  the  only 
occasion  for  it  to  come  into  operation.  We  want  the  consumer  countries 
to  have  the  confidence  to  undertake  cooperative  policies  in  the  energy 
field  regardless  of  what  the  OPFC  countries  do.  This  was  the  basic 
rationale. 

Chairman  Reuss.  Did  we  try  to  get  the  OPEC  countries  to  share  the 
burden  of  the  $25  billion  ? 


21 

]Mr.  Bexxett.  There  is  a  current  effort  underway  to  ^et  them  to 
share  in  financincr  the  oil  facility  in  the  I'NIF.  As  I  indicated,  consid- 
erably less  than  the  limit  of  5  billion  SDR  has  been  arranged  so  far. 
^Vo  have  not  asked  them  to  participate  directly  in  the  solidarity  fund. 

Chairman  Reuss.  Why  not? 

Mr.  Bexxett.  It  seems  contrary  to  the  purpose  of  the  fund.  The 
pui-pose  of  the  fund,  Mr.  Chairman,  has  been 

Chairman  Reuss.  What  was  the  purpose  of  the  fund  ? 

Mr.  Bexx'ett.  That  it  w^ould  go  into  operation  in  case  of  emergency 
only. 

Chairman  Reuss.  Mr.  Cooper,  can  you  elaborate  on  tliat  a  little  bit? 

]Mr.  Bexxett.  Just  a  moment,  sir.  Even  in  the  I^IF  oil  facility 
those  countries  are  basically  not  taking  the  risk.  They  are  being  guar- 
anteed by  the  TSLF  members — Germany  and  the  United  States  and 
other  countries — that  their  investments  in  the  oil  facility  will  be 
repaid. 

So  even  there,  they  are  having  a  guarantee.  Maybe  Chuck  Cooper 
would  like  to  comment — I  might  have  mentioned  that  Chuck  has  spent 
many  days  and  hours  in  recent  weeks  negotiating  the  details  of  the 
solidarity  agreement  in  Paris.  I  would  be  happy  to  have  him  comment. 

Chairman  Reuss.  Mr.  Cooper,  why  didn't  anybody  think  to  ask  the 
Saudis,  Kuwaits,  and  others  if  they  would  not  like  to  share  our  burden 
in  tlie  $25  billion  safety  net  ? 

Mr.  Cooper.  It  was  not  an  oversight  that  people  just  didn't  think  of 
asking  them.  It  was  a  conscious  decision  that  it  was  inappropriate. 

Chairman  Reuss.  What  was  the  rationale  for  that  decision? 

Mr.  Cooper.  They  were  being  asked  to  provide  financing  through 
the  I]\IF  oil  facility,  which  would  be  a  more  appropriate  channel  for 
their  contribution.  The  basic  rationale  for  the  solidarity  fund  itself 
was  to  deal  with  the  uncertainty  that  could  arise  because  of  investment 
action  of  OPEC  countries,  and  to  share  the  risk  among  cooperating 
countries. 

It  does  not  seem  that  trying  to  negotiate  a  risk-sharing  operation 
with  countries  whose  pattern  of  investment  is  causing  the  risk  is  likely 
to  be  successful  or  desirable.  And  the  reason  why  the  European  coun- 
tries and  Japan  and  the  other  members  of  the  OECD  are  strongly  sup- 
portive of  the  solidarity  fund  is  that  we  see  a  situation  of  great  un- 
certainty. Basically,  we  remain  confident  about  the  ability  of  the  exist- 
ing arrangements  to  handle  the  flows.  l)ut  tliere  is  uncertainty. 

We  recognize  that  the  dimensions  of  the  financial  flows  are  far  larger 
than  has  been  traditional.  We  are  not  quite  sure,  none  of  us,  how  these 
flows  are  going  to  be  managed  in  private  markets,  the  I]\IF,  or  other 
arrangements. 

It  is  not  clear  which  individual  countries  may  get  themselves  into 
the  kind  of  difficulties  that  require  some  support  from  other  OECD 
nations.  I  don't  think  that  in  present  circumstances  we  Avould  want  to 
rule  out  government  loans.  Certainly  there  have  been  occasions  in  the 
past  where  government-to-government  loans  have  been  appropriate. 

The  question  is  how  these  might  be  arranged  most  equitably  and 
efficiently,  and  that  is  really  what  the  solidarity  agreement  does.  There 
is  nothing  in  it  that  would  preclude  countries  from  seeking  loans  from 
OPEC  nations.  They  are  free  to  do  so,  in  fact  they  are  encouraged  to 
do  that  before  they  turn  to  the  solidarity  agreement. 
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But  if  that  financing  cannot  be  ari-anged  tlie  question  is,  what  then 
stands  behind  the  system?  A  system  of  financial  insurance  is  what  we 
have  in  the  solidarity  fund. 

AVe  are  not  trying  to  build  government-to-government  loans  into  the 
normal  financial  system.  It  is  clear  that  they  would  only  be  used  in 
exceptional  cases  and  it  is  clear  that  the  fund  is  a  supplement  to  normal 
means  of  financing,  not  simply  extending  the  normal  means  of  financ- 
ing which  includes  the  OIF  and  so  forth. 

Mr.  Bennett.  Mr.  Chairman,  I  would  like  to  mention  one  thing: 
This  financial  solidarity  agreement  is  the  financial  counterpart  of  the 
energj'-sharing  agreement  which  the  Secretary  discussed  with  Con- 
gressman Hamilton. 

Maybe  it  Avould  be  easier  to  comprehend  that  it  would  not  have  been 
appropriate  to  ask  the  OPEC  countries  to  share  in  the  energy 
agreement. 

The  same  reasoning  seems  to  apply  to  the  financial  agreement.  Both 
are  emergency  agreements. 

Chainnan  Reuss.  AVell,  I  just  have  to  confess  that  I  can't  quite  grasp 
the  logic  of  our  saying  to  Saudi  Arabia  and  Kuwait  and  other  OPEC 
countries,  you  got  the  Avorld  into  this  mess,  therefore  we  are  going  to 
exclude  you  from  participating  in  it  until  we  get  the  world  out  of  the 
mess. 

But  maybe  I  can  get  that  concept  sorted  out  by  the  time  we  take  up 
the  legislation. 

Congressman  Hamilton. 

Representative  Hamilton.  Thank  you,  Mr.  Chairman.  I  just  wanted 
to  get  some  factual  information  with  regard  to  the  Secretary's  state- 
ment. He  said  that  a  very  high  proportion  of  the  investments  by  oil 
exporters  remain  denominated  in  dollars. 

Do  you  have  tliat  figure  hand.y  as  to  what  that  proportion  is  ? 

Mr.  Bennett.  We  don't  have  precise  numbers  for  this  year,  of 
course.  For  last  year  we  do  have  estimates  that  out  of  their  roughly 
$60  billion  of  new  investments,  $11  billion  were  placed  directly  here  in 
the  United  States. 

Representative  Hamilton.  $11  out  of  $60  billion? 

Mr.  Bennett.  $11  out  of  $60  billion  were  invested  directly  in  the 
United  States.  In  addition  to  those  investments  in  the  United  States, 
which  were  in  dollars,  a  large  portion  of  their  investments  elsewhere 
also  was  placed  in  obligations  denominated  in  dollars.  I  would  say 
roughly  three-quarters  of  their  total  investments  were  denominated  in 
dollars. 

Representative  Hamilton.  But  roughly  one-sixth  of  the 

Mr.  Bennett.  A  little  over  18  percent  of  their  investments  were 
directly  in  the  United  States.  It  so  liappens  that  a  little  over  16  per- 
cent of  their  gross  revenues  from  oil  sales  also  came  from  sales  to  the 
United  States.  So  both  are  in  the  same  range,  18  and  a  fraction  percent 
of  their  investments  were  here.  16  and  a  fraction  percent  of  their  sales 
revenue  came  from  here.  But  a  much  larger  percentage  was  denomi- 
nated in  dollars. 

Representative  Hamilton.  Was  most  of  that  investment  in  the 
United  States  in  short-term  securities? 
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Mr.  Bexxf.tt.  Our  $5  billion  Avas  in  U.S.  Treasury  bills  and  almost 
^4  billion  in  short-torm  bank  deposits  and  money  market  paper.  About 
$1  billion  ATas  invested  in  lon^-term  Treasury  and  Federal  a^rency 
securities,  and  something  around  half  a  billion  in  equities  and  real 
estate. 

Representative  Hamiltox.  T  note  the  Secretary's  statement  that  the 
administration  has  no  intention  of  imposing  capital  controls.  I  pre- 
sume you  are  monitoring  the  situation  A'ery  carefully  and  reviewing  it  ? 

]\Ir.  Bex'xett.  Yes. 

Representative  Hamiltox.  But  your  position  as  of  today  is  that 
there  are  no  further  investment  controls  of  any  kind  that  are  needed 
in  the  economy  ? 

^Nlr,  Bexxett.  Yes.  sir.  that  is  right. 

Representative  Hamiltox.  Isn't  there  some  problem  with  regard  to 
investments  in  the  banking  system,  where  the  foreign  banks  have  cer- 
tain advantages  over  domestic  banks  when  it  comes  to  branch  banking? 

yir.  Bexxett.  Some  of  the  States — this  is  a  State  choice — have 
allowed  foreign  banks  to  ha^-e  branches  in  its  State  even  though  they 
have  a  branch  in  another  State. 

This  is  a  choice  they  have  made.  They  could  do  the  same  for  Amer- 
ican banks. 

R^presentatiA'e  Hamiltox*.  You  don't  see  any  problem  with  that  or 
any  necessity  for  changing  our  rules  Avith  respect  to  investments  in 
banking? 

]\rr.  Bexxett.  The  Federal  ReserA^e  has  proposed  legislation.  I 
iTelieve.  that  the  opening  of  new  banks  here  by  foreign  banks  should 
be  subject  to  an  approA'al  process  which  would  take  into  account 
Avhether  to  assure  that  U.S.  institutions  are  treated  equitably  in  the 
country  that  is  exporting  the  iuA-estment  here. 

Representative  Haiviiltox.  What  is  the  status  of  that  ? 

Mr.  Bexxett.  That  Avas  introduced  in  the  last  Congress.  I  IjelicA-e 
the  Federal  Reserve  has  recommended  that  it  be  reintroduced  into  this 
Congress. 

Representative  Hamiltox*.  Is  that  an  administration  ]>roposal  ? 

INIr.  Bexxett.  I  don't  believe  the  administration  has  formally  com- 
mented on  it  yet.  but  it  will  in  the  near  future. 

Representative  Hamiltox.  Thank  you,  IVfr.  Chairman. 

Chairman  Reuss.  I  would  haA^e  some  questions  about  the  negotia- 
tions apparently  being  conducted  by  the  executive  branch  which 
I'csulted  in  agreement  last  Thursday.  ^Nfarch  20,  by  the  members  of  the 
International  EnergA'  Agency  on  the  maintenance  of  an  oil  price  floor 
at  sufficiently  high  levels  to  encourage  domestic  energy  iuA^estments — ■ 
the  specific  price  to  be  necrotiated. 

Ba'  what  justification  is  the  executiA-e  branch  going  around  the  world 
making  decisions  on  American  energA'  resources  Avithout  consulting 
Congress  concerning  price  ])olicy  ? 

The  Congress  is  noAv  tiwing  to  laboriouslA"  Avork  out  a  program  of 
subsidies  and  tax  incentives  and  other  devices  for  oil,  old  and  neAV.  off- 
shore and  inshore,  and  coal  and  oil  shale,  and  nuclear  and  thermal  and 
everything  else.  Who  are  these  people  Avho  are  going  around  the  woild 
making  these  statutory  decisions  without  bothering  to  go  to  the 
Congress  ? 
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]Mr.  Bexxett.  I  assure  von  that  there- 


Chairman  IvEuss.  It  has  been  happening. 

I  read  it  in  the  paper,  but  I  can't  find  out  who  is  doinjj  it. 

]Mr.  Bexxett.  There  have  been  no  statutory  decisions. 

Chairman  Reuss.  The  last  I  heard  was  in  our  hearinofs  in  which — • 
last  November,  Assistant  Secretary  of  State  Enders  dismissed  the 
whole  thing  as  a  little  speech  he  had  given  at  Yale  which  was  no  longer 
operative  and  Secretary  Simon  dismissed  the  whole  thing,  and  now  we 
find  that  there  has  been  an  international  agreement. 

AVlio  is  doing  all  of  this  ? 

Mr.  Bexxett.  The  U.S.  representatives  to  the  Governing  Board  of 
the  International  Energy  Agency  have  been  discussing  tlie  desirability 
of  the  concept  of  some  protection  for  investors  against  downside  risk. 

Xow,  they  have  not  committed  the  U.S.  Government  in  the  sense 
that  the  President  has  already  said  that  at  an  appropriate  time  he  will 
request  congressional  legislation. 

We  have  sought  to  get  agreement  among  the  executive  branches  on 
the  principle  of  providing  this  protection  to  insure  that  adequate 
investment  is  made  to  avoid  undue  dependence  on  insecure  imported 
sources  of  energy. 

Tliere  have  been  consultations.  ^Nlany  a  trip  to  the  Hill  has  been  made 
by  ]:)eople  from  the  State  Department  and  the  Treasury  to  discuss  this 
subject.  There  has  been  no  request  for  leaislation  at  this  time.  There 
will  be  at  an  appropriate  time  if  these  discussions  can  be  adA'anced  to 
a  more  specific  agreement  at  a  later  date. 

A  general  agreement  and  agreement  on  the  concept,  however,  was 
felt  desii'able  before  the  preparatory  meeting  of  some  of  the  consuming 
countries  and  producing  countries  now  scheduled  for  April  7. 

Chairman  Refss.  Would  you  think  an  across-the-board  fixed  price 
for  oil  and  other  forms  of  energy-  is  the  way  to  operate  in  this  country  ? 

Or  should  other  methods,  direct  subsidies,  for  example,  he  consid- 
ered as  methods  of  getting  adequate  domestic  investment  without  rais- 
ing the  entire  price  structure  across  the  board  ? 

]Mr.  Bexxett.  I  am  sure  there  will  be  a  package  of  measures,  and 
I  am  sure  you  realize  Avhat  is  being  discussed  has  not  been  a  floor  for 
the  international  price  of  oil  but  rather  the  level,  possibly  a  floor,  at 
which  it  is  priced  internally  in  the  countries,  insofar  as  it  affects  the 
return  to  investors  and  conservation  and  production  domestically. 

It  is  not  a  floor  on  the  international  price. 

Chairaian  Reuss.  Hasn't  the  American  consumer  been  adequately 
fleeced  by  the  OPEC  countries  on  the  price  of  oil?  Does  he  need  our 
own  country  participating  in  an  agreement  to  establish  floor  prices 
across  the  board? 

Mr.  Bexxett.  Well,  of  course,  we  have  taken  the  basic  decision  that 
complete  free  trade  in  this  item  is  not  compatible  with  our  security: 
that  some  cost  to  the  consumer,  perhaps,  is  necessary  to  offset  the  ex- 
treme risk  to  the  consumer  of  overreliance  on  imported  oil. 

Now,  that  level,  of  course,  would  be  substantially  below  any  prices 
the  consumer  is  now  paying. 

Chairmaii  Refss.  Has  anybody  explored  the  use  of  devices  other 
than  high  prices  in  order  to  get  adequate  energy  production,  such  as 
specific  subsidies  which  do  not  cause  the  entire  price  of  energy  to  go 
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up  and  <rive  huge  windfall  profits  to  those  who  do  not  need  the  price 
increase? 

]\Ir.  Bexxett.  As  you  know,  a  wide  range  of  measures  has  heen  and 
is  being  considered.  We  have  import  fees,  we  have  P'ederal  support  for 
research  and  development,  and  we  have  a  large  number  of  other  meas- 
ures under  consideration.  But  it  was  felt  that  this  should  also  be  in- 
cluded so  that  the  U.S.  industry  is  not  put  at  a  competitive  disadvan- 
tage with  respect  to  other  countries.  It  would  be  unfortunate,  for 
example,  if  our  industry  were  paying  a  much  higher  cost  for  its  energy 
than  their  direct  competitors  in  other  countries  were. 

Chairman  Keuss.  It  certainly  would,  but  to  agree  on  a  floor  seems 
a  rather  odd  way  to  proceed.  A  floor  would  simply  insure  that  our  con- 
sumer pays  the  higher  price  and  that  producere  of  cheaper  forms  of 
energy  get  huge  windfall  profits. 

j\Ir.  Bennett.  You  can  conceive  of  a  circumstance,  for  example,  in 
which  the  cost  to  the  U.S.  investor,  consumer,  or  producing  firm,  were 
by  some  device  made  higher  than  the  cost  in  other  countries  so  that 
our  consumers  were  then  bearing  an  undue  share  of  the  risk.  The  pur- 
l)ose  of  the  international  agreement  is  to  see  that  our  consumers  do  not 
bear  an  undue  proportion  of  the  risk.  Now  there  are,  of  course,  alter- 
native ways  of  doing  this,  but  the  purpose  behind  this  whole  approach 
is  to  insure  a  fair  sharing  of  the  burden. 

Chairman  Reuss.  Can  you  give  me  the  name  of  a  single  Senator  or 
Congi-e.ssman  who  has  authorized  the  administration  to  enter  into 
agi-eements  to  raise  the  price  of  oil  in  this  country  by  international 
agreement  ? 

Mr.  Bennett.  ]My  knowledge  of  the  Constitution  would  suggest  there 
is  no  Senator  or  Congressman  who  can  authorize  such  a  thing  indi- 
vidually. 

Chairman  Reuss.  Well,  that  is  right,  but  you  said  earlier  that ■ 

jNIr.  Bennett.  There  have  been  consultations. 

Chairman  Revss.  You  stated  you  have  been  up  on  the  Hill  talking  to 
people.  Insofar  as  that  talk  has  been  on  the  record,  the  administration 
has  be«n  told  to  forget  about  it.  We  don't  want  to  fleece  the  consumer 
any  more  than  he  already  has  been. 

^Ir.  Bennett.  You  say  "anymore  than" 

Chairman  Reuss.  We  want  rates  to  come  down,  not  to  be  held  up. 

Mr.  Bennett.  I  fully  agree  with  you,  and  the  object  of  this,  of 
course,  is  not  to  raise  prices.  It  is  to  get  the  investment  that  will  allow 
prices  to  be  lowered  and  have  security  at  the  same  time. 

Chairman  Reuss.  But  who  in  Congress,  Senator  or  Congressman, 
has  told  the  administration  to  go  ahead  and  use  a  floor  on  oil  prices, 
as  opposed  to  sul)sidies  or  whatever  else,  as  a  method  of  getting  ade- 
quate adjustment  without  allowing  windfall  profits  to  those  segments 
of  the  industry  that  don't  need  it  ? 

Mr.  Bennett.  AVell,  the  discussion  in  the  Governing  Board  has  cov- 
ered a  wide  range  of  things  including  research  and  development  assist- 
ance and  the  concej^t  of  a  price  floor.  Maybe  it  would  be  of  interest  to 
you.  and  I  can  ask  the  State  Department  whether  })oasib]y  they  would 
give  me  a  complete  list  of  those  Senators  and  Congressmen  who  Iiave 
been  visited  to  discuss  the  concept. 

Chairman  Reuss.  Well,  I  would  like  not  only  a  list  but  some  indica- 
tion of  whether  the  State  Depai'tment  thinks  that  it  has  any  congres- 
sional sympathy  whatever  for  this  proposal. 
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It  seems  to  nie  the  State  Department  is  doing  precisely  what  Secre- 
tary Simon  said  should  not  be  done,  just  a  few  moments  ago;  namely, 
negotiating  an  international  tioor  on  tlie  price  of  oil. 

Mr.  Bennett.  Well,  1  am  sure  you  understand  the  difference  between 
negotiating  a  price  with  oil  producers — which  is  not  what  we  were 
discussing — and  negotiating  among  consumer  countries  concerning 
adequate  incentives  for  investment  within  those  countries,  which  is 
what  we  are  discussing. 

Chairman  Keuss.  liut  they  are  doing  it  by  price.  If  they  want  to 
negotiate 

xMr.  Bennett.  But  it  is  not  a  price  negotiated  with  the  oil  producers. 
It  is  negotiation  among  the  consimiers  lo  assure  that  the  effective  price 
internally  will  be  such-and-such. 

Chairman  Keuss.  Yes,  that  seems  to  me  ancillary  because  why  should 
the  consmning  countries  inflict  this  on  themselves  i 

it  is  bad  enough  when  the  OPEC  people  hold  us  up.  Let  me  just 
say  that  unless  you  are  j)repared  to  X)roduce  some  Congressmen  or  Sen- 
ators who  have  given  tlie  State  Department  the  green  light,  I  think 
that  the  administration  is  off'  on  a  frolic  of  its  own  and  it  is  misleading 
other  countries  in  entering  into  the  tentative  agreement  which  it 
apparently  entered  into  last  Thursday. 

Congress  is  currently  attempting  to  keep  a  two-price  system  on  oil — 
for  instance,  it  has  a  ceiling  on  old  oil  and  different  arrangements  on 
new  oil.  Congress  is  contemplating  the  careful  and  well-caiibrated  use 
of  subsidies  to  make  available  new  forms  of  energy,  oil  shale,  and  solar 
and  geothermal,  and  so  on. 

But  I  don't  think  Congress  would  appreciate  at  all  some  unau- 
thorized person  entering  into  purported  agreements  to  set  a  ffoor  under 
oil  domestically  in  the  States  and  thus  guarantee  forever  windfall 
prolits  for  the  low-cost  oil  companies. 

^^'hat  can  we  do  about  that  'i 

Mr.  Bennett.  I  think  there  should  be  a  qualification.  The  proposal 
is  that  each  country  accomplish  this  wdth  its  own  devices.  It  does  not 
guarantee  windfalls  to  anyone. 

Chairman  Keuss.  AVell,  has  the  press  misreiDorted  it?  As  I  have  read 
it,  they  have  talked  about  a  ffoor  tor  the  price  of  oil,  I  think  the  j) rice 
was  ^(  or  $8  as  opposed  to  the  $2  that  it  was  selling  for  before  the 
embargo. 

Mr.  liENNE'i^r.  1  think  there  has  been  no  agreement.  No  agreement 
has  been  attempted  on  the  number. 

Chairman  liEuss.  Aot  on  the  number,  but  wasn't  there  agreement  in 
principle  that  there  sliould  be  a  numerical  ffoor,  with  a  specific  ntimber 
to  be  worked  out  later? 

-Mr.  Bennett.  There  is  an  agreement  that  the  equivalent  of  that 
should  be  negotiated  as  a  means  of  calling  forth  adequate  investment. 

Cluiirman  Keuss.  Have  30U  got  a  copy  of  the  agreement  here? 

^Mr.  Bennett.  No,  I  don't. 

Clia irman  Keuss.  Can  you  get  it  for  us  ? 

Mr.  Bennett.  1  think  so. 

Chairman  Keuss.  AVouid  you  file  it  with  tis^  We  would  like  to  have 
it  today  if  we  could. 

^Ir.  jiEXNETT.  All  ri<rht. 
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Chairman  Eeuss.  You  say  that  the  agreoniont  does  not  speak  in 
terms  of  price,  but  merely  says  each  country  do  what  it  thinks  wise  to 
generate  more  investment  in  energy,  whether  by  subsidy,  by  tax  in- 
centives, by  differential  price,  or  whatever  way  will  get  the  needed 
energy  without  giving  windfall  profits  to  the  existing  low-cost  pro- 
ducers. 

Is  that  what  it  says  ? 

If  it  did,  it  would  not  bother  me 

^Ir.  Bexxett.  It  is  intended  to  allow  the  maximum  flexibility  for 
each  government  to  choose  the  exact  details  on  that.  But  the  basic  con- 
cept is  that  energy  will  not  be  imported  into  the  domestic  market  at 
effective  prices,  translated  into  the  return  to  the  investor,  whether  he 
is  investing  in  production  or  conservation  equipment,  at  lower  than 
some  agreed  level.  So  in  that  sense  there  is  a  floor.  But  I  will  try  to 
get  you  a  copy. 

Chairman  Reuss.  If  that  is  what  it  is,  then  it  is  just  what  I  feared — • 
namely,  a  self-imposed  cartel  to  put  a  floor  under  j^rices.  What  we  need 
is  competition  in  different  forms  of  energy.  Those  that  are  high  cost 
where  necessary  can  be  grubstaked  by  government  subsidies,  tax  in- 
centives, or  whatever  is  needed. 

But  the  idea  that  you  have  to  raise  the  whole  price  structure  in 
order  to  bring  in  that  last  increment  of  supply — that  wouldn't  do  you 
any  good. 

]Mr.  Bexxett.  I  resist  tlie  concept  of  "raising  the  whole  price  struc- 
ture.'' I  look  at  it  as  just  tlie  reverse.  It  is  trying  to  assure  the  investor 
that  if  he  invests,  he  does  not  have  an  extremely  high  risk,  that  the 
effective  price,  when  his  investments  come  to  fruition,  will  be  only  $2 
or  $:^.  •'  -;• 

Chairman  Reuss.  Here  you  have 

Mr.  Benxett.  That  brings  up  the  question 

Chairman  Eeuss.  Why  not  assure  the  investor  in  a  particular  form 
of  energy  a  carefully  rifle-shot  subsidy  rather  than  raise  the  whole 
price  structure? 

Mr.  Bexxett.  There  will  be  some  use  of  the  rifle  shot,  but  I  think 
we  also  recognize  the  inability  of  us  in  government  to  be  sure  Ave  know 
where  the  best  place  to  invest  is  or  where  the  most  effective  pulling 
forth  of  new  energy  will  be. 

I  have  some  doubts  about  the  wisdom  of  relying  only  on  rifle  shots 
rather  than  on  the  traditional  American  system  of  relying  on  the  price 
mechanism. 

Chairman  Reuss.  If  you  are  saying  it  is  a  traditional  American  sys- 
tem for  the  Government  to  rig  tlie  price  level  and  impose  a  floor  by 
government  cartel  then  you  and  I  have  been  around  different  parts  of 
America.  I  thought  that  was  what  the  Sherman  Act  was  written  to 
prevent.  But  in  any  event,  I  don't  want  to  prolong  this.  I  do  want  to 
give  you  my  firm  view  that  our  officials  in  Paris  who  are  making  the 
agreement,  which  you  are  going  to  send  up  later  today,  are  operating 
witliout  authority,  that  Congress  will  not  go  along  with  their 

[At  this  point  the  lights  went  out.] 

Chairman  Reuss.  God  heard  us. 

That  Congress  will  not  go  along  with  the  attempt  to  set  an  interna- 
tionally agreed  floor,  and  that  Congress  wants  to  consider  that  whole 
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spectrum  of  devices  to  get  the  necessary  energy  that  we  need  in  this 
country. 

I  particularly  am  put  out  about  what  is  happening  in  Paris  because 
this  committee  was  assured  by  both  the  State  Department  and  the 
Treasury  Department  last  November  that  nothing  as  foolish  as  this 
was  even  contemplated,  that  it  was  just  a  pipedream  that  had  been 
allowed  to  go  away.  Now  we  find  it  actively  being  pushed. 

So  I  still  say  that  the  Secretary's  statement  was  an  excellent  one  and 
that  on  almost  all  the  tilings  we  have  discussed  there  is  very  great 
agreement  between  the  TreasuiT-  and  this  committee. 

But  on  the  oil  floor:  no.  I  would  have  just  a  couple  of  questions  on 
gold.  Should  central  banks  be  permitted  to  buy  gold  in  the  private 
market? 

INIr.  Bennett.  I  think  we  should  have  the  objective  of  removiiig  all 
constraints  of  trading  in  gold  as  we  removed  it  on  trading  in  other 
commodities.  We  felt  that  to  be  sure  there  was  no  misunderstanding 
of  moves  in  that  direction  tliore  should  be  a  transitional  period  in 
which  there  should  be  some  limitations  on  central  banks  buying  of 
gold,  but  even  today  tliere  are  no  limitations  on  their  selling. 

Chairman  Reuss.  Then  your  view  is  there  should  not  be  limits  on 
the  purchase  by  central  banks  of  gold  ? 

Mr.  Bennett.  We  think  there  should  be  some  transitional  limita- 
tions on  their  purchases  so  that  there  would  be  no  possibility  of 
increasing  the  total  gold  holdings  held  officially  during  a  transition 
period. 

Chairman  Reuss.  IVlien  central  banks  sell  or  buy  gold  between 
themselves,  what  price  should  those  transactions  be  at  ? 

Mr.  Bennett.  There  are  no  such  transactions  today. 

Cliairman  Reuss.  AVliat  if  they  should  occur  ? 

Mr.  Bennett.  When  they  occur  they  should  be  at  whatever  price 
they  can  negotiate. 

Chairman  Reuss.  If  most  central  banks  revalue  their  gold  reserves, 
as  the  French  have  already  done,  and  the  private  market  price  for 
gold  then  dropped  below  the  level  at  which  gold  was  valued  in  the 
official  reserves,  what  would  be  our  view  about  official  support  of  the 
private  gold  market  ? 

Mr.  Bennett.  As  far  as  I  know,  no  government  has  revalued  its 
gold  sinc^,  the  French  took  that  action.  The  French  in  revaluing  theirs 
took  tho  entire  profit  and  put  it  aside  in  a  reserve  which,  of  coui-se, 
tliey  could  use  to  offset  any  downward  movement  in  the  price  of  gold 
the  next  time  they  account  for  it,  and  our  feeling  is  that  governments 
should  not — and  there  should  be  an  undei-standing  among  govern- 
ments— ^be  able  to  peg  the  price  at  any  le\ol  or  within  any  zone. 

Chairman  Reuss.  Thank  you  very  much,  Mr.  Bennett  and  Mr. 
Cooper. 

We  aj^preciate  your  helpfulness.  We  now  stand  adjourned,  subject 
to  call  of  the  Chair. 

[Whereupon,  at  11 :10  a.m.,  the  subconnuittee  adjourned,  subject  to 
call  of  the  Chair.] 
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MONDAY,   APRIL   28,    1975 

Congress  of  the  United  StxVtes, 
Subcommittee  on  International  Economics 

OF  the  Joint  Economic  Committee, 

W ashington.,  D.C. 
The  subcommittee  met,  pursuant  to  notice,  at  10  a.m.,  in  room  S- 
407,  tlie  Capitol  Building,  Hon.  Henry  S.  Reuss  (chairman  of  the 
subcommittee)   presiding. 

Present:  Representatives  Reuss,  Moorhead.  and  Hamilton. 
Also  present :  Sarah  Jackson  and  John  R.  Karlik.  professional  staff 
members;  and  Michael  J.  Runde,  administrative  assistant. 

Opening  Statement  of  Chairman  Reuss 

Chairman  Reuss.  Good  morning.  The  Subcommittee  on  Interna- 
tional Economics  of  the  Joint  Economic  Committee  will  be  in  order 
for  its  hearing  on  the  administration's  oil  floor  price  proposal.  We 
will  ask  ]Mr.  Lichtblau,  ]Mr.  King,  Mr.  Steele,  and  ]Mr.  Branson  to  be 
seated. 

On  last  February  3,  Secretary  of  State  Kissinger  proposed  that  the 
major  oil  importing  countries  adopt  a  common  floor  price  for  oil  im.- 
ports — by  means  of  a  tariff,  quota,  or  variable  lew — to  protect  iiew 
energy  sources  from  becoming  noncompetitive  if  world  oil  prices 
drop'iJed  sharply.  Since  then  the  U.S.  Government  has  hammered  away 
in  the  International  Energy  Agency  to  gain  its  allies'  support  for  the 
proposal.  The  Congress.  Jiowever,  has  not  yet  considered  the  merits 
of  the  joroposal,  much  less  delegated  authority  to  the  Executive  to 
negotiate  conimitments  which  have  such  direct  impact  on  domestic 
energy  policy.  In  fact,  the  Congress  is  presently  endeavoring  to  Avork 
out  a  comprehensive  policy  for  energy  develo)5ment  and  conservation. 
It  is  resisting  administration  requests  for  a  price  floor. 

Today,  avc  would  like  to  examine  the  proposed  mechanism  for  a 
minimum  import  price.  Is  it  the  most  efficient  way  to  stimulate  invest- 
ment in  domestic  production  needed  to  attain  the  desired  level  of 
energ;\^  sclf-sufficieiicy  ?  "Who  v:ould  be  the  beneficiaries  of  such  an 
across-the-board  guarantee,  American  consumers,  energy-producing 
companies,  or  the  OPEC  cartel? 

Even  if  import  restrictions  might  be  necessar^y  to  protect  tlie  do- 
mestic enerijy-producing  industries  iu  tlie  event  of  a  vrorld  oil  ])rice 
collapse,  why  is  it  necessary  to  negotiate  a  price  floor  internationally 
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and  lock  ourselves  into  an  acreenient  to  maintain  liif>li  prices?  Could 
not  arrano:ements  be  made  at  some  subsequent  time  for  motliballino; 
hig'h-cost  investment,  should  lower  ])rices  prevail?  Is  the  price  floor 
proposal  really  intended  to  be  the  first  half  of  a  commodity  agree- 
ment aimed  at  fixing  long-term  energy  prices?  Would  this  be  in  our 
interest  ? 

This  morning  we  have  with  us  four  distinguislied  witnesses  from  tlie 
academic  world  and  the  private  business  to  discuss  the  merits  of  the 
administration's  proposals.  Thev  are  INIr.  William  Branson,  j^rofessor 
of  economics  at  the  Woodrow  Wilson  School,  Princeton ;  ]VIr.  William 
King,  director  of  corporate  ]'>olicy  analvsis  of  th.e  Gulf  Oil  Coi'i).  of 
Pittsburgh ;  Mr.  John  Lichtblau,  executive  director  of  the  Petroleum 
Industry  Research  Foundation :  and  Mr.  Henry  Steele,  professor  of 
economics  at  the  University  of  Houston. 

Gentlemen,  you  have  been  very  kind  to  help  us  this  morning.  We 
have  3^our  prepared  statements  and  we  would  now  like  to  ask  you  to 
proceed  in  vour  own  way  as  you  would  give  us  the  benefit  of  your 
thinking.  We  will  make  it  alphabetical  order,  which  makes  you,  Mr. 
Branson,  as  our  leadoff  witness. 

STATEMEITT  OF  WILLIAM  BEAITSOIT,  PSOFESSOIl  OF  ECONOMICS, 
WOODROW  WILSOH  SCHOOL,  PHIKCETON  TJNIVEESITY 

Mr.  Bn  \xpox.  Thank  you.  Mr.  Chaii-man. 

In  thinkintr  about  tliese  problems,  I  felt  that  i<"  would  be  useful  to 
think  through  the  ouestion  of  energy  policy,  starting  with  an  attempt 
to  consider  essentially  what  the  problem  is  that  vre  are  tryino:  to  deal 
with,  then  to  go  to  the  general  objectives  of  policy,  and  finally  to  try 
to  outline  for  myself  the  elements  of  a  program  that  would  meet  those 
objectives.  At  the  conclusion,  since  I  notice  that  some  of  the  things  I 
have  outlined  were  not  things  that  were  being  proposed  by  the  admin- 
istration, T  would  like  to  note  some  obiections  to  some  of  those  things 
that  were  beinc:  proposed,  which  include  the  floor  pj-ice  for  oil. 

I  have  submitted  an  outline  of  these  points,  and  T  will  talk  through 
that,  addinn;  a  few  explanfitions  as  I  o-o.  The  problem,  as  I  see  it,  is 
that  with  the  rise  in  price  due  to  the  formation  of  the  cartel,  the  cui'- 
rent  international  price  of  oil  exceeds  the  cost  of  production.  The  cartel 
poses  an  implicit  threat  to  cut  prices,  which  potentially  locks  invest- 
ment out  of  alternative  sources  of  energy.  That  is,  to  a  certain  extent, 
a  long  run  problem.  The  cartel  can  cut  off  the  sup)')ly  in  the  short  run 
for  political  reasons.  This  is  the  boycott  problem  that  we  might  want 
to  deal  with,  and  it  is  not  clear  to  anyone  how  stable  the  cartel  is  or  how 
lon^r  it  will  last,  which  introduces  a  large  amoimt  of  uncei'tainty  to  the 
problem. 

The  objectives  that  I  see  in  the  energy  policy  are  trying  to  minimize 
the  real  social  cost  of  energy  consumption,  to  reduce  imports,  to  put 
):>ressure  on  the  world  market  pi'ice,  and  to  reduce  our  shortrun  vul- 
neral)i1ity  to  a  bovcott,  and  to  do  these  thino-s  without  lockiiiff  resource 
allocation  into  a  high  oil  price,  since  one  of  the  ol^iectives  of  the  policy 
should  bo  to  tr-y  to  bring  that  price  down. 

The  elements  of  the  program  that  seem  to  me  to  bo  OFSontial  can  be 
boiled  down  to  about  five  points.  First,  I  think  it  is  clear  that  we  have 
to  reduce  imports.  And  I  think  the  point  that  has  been  missed  occa- 
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sionally  in  tlio  public  discussion  is  that  wc  can  reduce  imports  by 
increasinc^  production,  as  well  as  by  reducing  consumption.  There 
seems  to  me  to  be  substantial  ovei'emphasis  on  reducino-  consumption 
of  oil.  The  rise  in  the  price  that  we  have  already  seen  will  reduce  con- 
sumption, and  it  strikes  me  as  a  curious  argument  that  since  the  sellere 
have  monopolized  the  market  and  doubled  or  tripled  the  price,  there- 
fore we  will  now  put  a  tax  on  it  to  raise  the  price  by  another  50  percent 
or  so  to  the  U.S.  consumer.  It  seems  to  me  we  could  go  at  this  from  the 
production  side  more  easily  and  less  painfully  by  freeing  up  energy 
prices  from  domestic  regulation. 

The  second  clear  policy  point  vrould  be  to  encourage  investment  into 
alternative  sources,  and  here  the  problem,  as  you  know,  is  that  there  is 
a  possibility  of  price  cutting  by  the  cartel,  which  makes  investment 
very  risky. 

The  floor  price  has  been  put  forward  as  a  way  to  deal  with  that.  It 
seems  to  me  that  there  are  two  ways  that  are  better,  depending  on 
whether  you  want  the  investment  to  be  done  in  the  private  oi-  in  the 
public  sector.  One  way,  in  the  private  sector,  would  l^e  a  subsidy  defi- 
ciency payments  scheme  which  would  be  focused  on  the  problem  rather 
than  putting  a  broad  floor  under  prices,  and  would  allow  the  price  to 
consumers  to  be  set  at  the  world  market  ]^rice.  If  you  want  to  do  it  in 
the  public  sector,  I  would  imagine  some  kind  of  nationalized  com):)any, 
which  developed  new  resources,  Avould  be  possible.  There  would  be 
substantial  precedent  for  that. 

The  third  point  would  be  to  free  other  energy  prices  to  rise  to  meet 
the  equivalent  world  oil  price.  This,  I  think,  is  a  simple  extension  of 
the  point  about  increasing  production  to  reduce  imports.  I  have  seen 
some  Federal  Energy  Administration  calculations  which  seem  to  say 
tliat  freeing  the  price  in  this  way,  and  deregulating  natural  gas,  would 
reduce  imports  by  1985  to  a  number  like  2  million  barrels  a  day  from 
a  num])er  like  12  million  in  1972.  They  seem  to  think  that  other  supply 
actions,  such  as  developing  Naval  Reserves  and  pushing  ahead  with 
offshore  leasing,  might  add  another  4  million  barrels  to  output,  v,-hicli 
would  switch  the  United  States  to  being  an  exporter  by  their 
calculations. 

I  think  that  if  there  is  a  major  concern  about  windfall  profits  in  a 
scheme  of  letting  tlie  domestic  prices  rise  to  meet  world  prices,  then 
something  direct  could  be  done  about  that.  One  thing  that  immediately 
comes  to  mind  is  a  further  reduction  of  the  depletion  allowance  to  off- 
set the  profits  effect  in  the  short  run  of  that  kind  of  deregulation. 

A  fourth  point  would  be  to  stockpile  energy  to  some  number  of 
months  of  consumption  in  order  to  reduce  the  credibility  of  a  boycott 
threat.  This  would  take  some  calculations  about  the  costs  and  benefits 
of  liow  many  months,  but  I  should  think  that  it  would  l)e  a  feasible 
element  of  policy. 

The  fifth  would  be  to  put  as  much  pressure  as  possible  on  the  cartel 
by  encouraging  other  consumers  to  reduce  imports  and  to  pi'omote  a 
credible  emergency  allocation  scheme.  It  seems  to  me  the  different 
countries  can  reduce  imports  in  different  ways.  There  is  no  reason  to 
think  that  all  countries  should  use  the  same  techniques.  The  United 
States  can  reduce  imports  by  increasing  production,  an.d  some  Euro- 
pean countries  cannot.  So,  if  they  are  going  to  reduce  impoj'ts,  they 
have  to  reduce  consumption.  There  is  no  reason  for  us  to  do  that 


because  that  is  tlie  only  feasible  way  for  some  of  these  European  coun- 
tries that  do  not  have  the  Xorth  Sea  resources. 

I  call  turn  now  to  the  points  that  I  list  in  my  outline  as  things  to 
avoid,  which  turn  out  to  be  parts  of  the  administration's  program.  I 
liad  worked  this  through  before  I  was  familiar  in  any  detail  with  the 
administration's  program. 

The  first  thing  I  would  avoid  is  raising  taxes  or  tariffs  to  cut  energy 
consumption.  The  basic  problem  we  are  facing  is  that  the  oil  market 
has  been  monopolized  and  prices  have  been  increased  three  or  four 
times.  As  I  said  before,  I  cannot  see  the  logic  of  adding  a  tax-induced 
price  increase  on  top  of  that. 

If  the  objective  of  a  tax  increase  is  to  reduce  consumption,  then  it 
would  seem  to  me  that  the  oil  tax  that  has  been  imposed  by  the  cartel 
is  already  sufficient  for  that.  If,  before  the  oil  price  was  increased,  one 
was  for  putting  a  tax  on  the  consumption  of  petroleum  products  for 
ecological  or  for  conservation  reasons,  then  it  would  seem  that  the  fact 
that  the  price  has  already  been  increased  so  much  would  weaken  that 
argument  rather  than  streng-then  it. 

The  second  thing  that  I  would  avoid  is  getting  locked  into  a  floor 
price  for  world  energ}'.  It  seems  to  me  that  that  vrould  preclude  the 
possibility  of  a  price  drop  for  consumers  if  the  cartel  breaks  or  softens, 
and  it  would  cause  a  substantial  distortion  of  resource  allocation  as  we 
put  the  price  of  a  major  import  far  above  its  price  of  production  for 
reasons  that  are  not  at  all  clear  to  me.  I  think  it  Avould  be  much  better 
to  have  a  specific  and  narrow  subsidy  guarantee  for  domestic  pro- 
ducers who  are  being  encouraged  to  invest  in  the  alternative  sources 
of  energ^^ 

The  third  thing  that  I  woidd  not  want  to  do  is  negotiate  an  agree- 
ment with  the  sellers  about  the  price.  It  seems  to  me  that  would  put 
the  consumers  in  the  position  of  keeping  the  cartel  glued  together, 
which  should  be  a  job  that  should  be  left  to  the  people  who  are  monopo- 
lizing supplies. 

So,  I  think  that  all  three  of  these  points,  which  seem  to  be  part  of 
the  administration's  program,  are  attempts  to  get  at  a  difficult  prob- 
lem, but  attempts  which  are  dominated  by  other  possibilities;  namely, 
freeing  up  domestic  production,  leaving  the  consumer  price  to  be  set 
by  the  Avorld  market  so  the  consumers  can  get  the  benefit  of  a  price 
droj).  and  leaAdng  to  the  sellers  of  oil  the  job  of  keeping  the  cartel 
glued  together,  rather  than  adding  the  consumers  efforts  to  that. 

Thank  you. 

Chairnian  Keuss.  Thank  you,  ^Mr.  Branson. 

[The  prepared  outline  referred  to  in  jSIr.  Branson's  statement 
follows :] 

Prepared   Outline  ox  Energy  Policy  of  William  Branson 

I.  problem 

[Price  has  been  raised  by  a  cartel  using  price  for  political  ends  on  occasion.] 

1.  Current  international  price  exceeds  cost  of  production  of  domestic  oil  and 
alternatives. 

2.  Cartel  poses  implicit  threat  to  cut  price,  potentially  blocking  investment  into 
alternatives. 

.*?.  Cartel  can  cut  off  supply  in  the  short  run  for  political  reasons. 
4.  Not  clear  how  stable  cartel  is,  or  how  long  it  will  last. 
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II.    OBJECTIVES 

1.  Minimize  real  cost  of  energy  consumption  by  developing  domestic  sources 
with  cost  of  production  less  than  international  oil  price. 

2.  Reduce  imports  to  put  pressure  on  cartel. 

3.  Reduce  short-run  vulnerability  to  boycott. 

4.  Do  not  lock  resource  allocation  into  high  oil  price,  since  cartel  may  bust,  and 
it  is  our  objective  to  bust  it.  This  means  any  plan  must  be  flexible  enough  to 
accommodate  a  suhstautial  drop  in  international  price. 

III.    ELEMENTS    OF    PROGRAM 

1.  Reduce  imports  by  freeing  domestic  production.  This  will  help  in  the  short 
run. 

(a)  Imports  can  be  reduced  by  cutting  consumption  or  increasing  produc- 
tion. 

(b)  Rise  ill  price  cuts  consumption  to  optimum  level  as  consumers  react 
to  price. 

(e)  Free  old  oil  price  to  rise  to  world  market.  Result:  Substantial  increase 
in  domestic  production,  drop  in  imports. 

2.  Encourage  investment  into  alternative  sources. 

(a)  Problem  here  is  possibility  of  predatory  competition  from  oil  ex- 
porters. 

(7j)  To  counter  this,  some  guarantee  has  to  be  offered  to  producers. 

(c)  Best  idea  of  a  bad  lot — price  guarantee  as  in  agriculture.  Set  a  price 
at  which  they'll  get  back  investment,  and  pay  a  subsidy  of  that  price  less 
market.        , 

3.  Free  other  energy  prices  to  rise  to  meet  world  oil  market. 

(«)  This  is  aii  extension  of  items  1  and  2,  and  would  reduce  dependence 
in  short  run  and  long  nm. 

Uj)  If  a  major  concern  is  "windfall  profits,"  cut  further  into  depletion 
allowances  to  oif  .set  them. 

4.  Stockpile  oil  to  a  prescri))ed  number  of  month's  consumption  against  boycott 
possibility.  Here  detailed  calculations  are  needed. 

5.  To  maximize  pressure  on  the  cartel,  encourage  other  consumers  to  reduce 
imports,  and  promote  an  emergency  allocation  scheme. 

(a)  Each  country  will  have  a  different  way  to  reduce  imports.  U.S., 
Britain.   Norway   can   expand   output,   some  others  can't,  for  example. 

(b)  Consider' expansion  of  output  that  would  make  U.S.  an  exporter, 
reducing  European  imports  from  OPEC.  (Freeing  old  oil  price  could  raise 
U.S.  production  to  about  total  consumption  level.) 

(c)  U.S.  should  commit  supplies  to  an  emergency  allocation  scheme  to 
keep  Europeans  in  it. 

IV.    WHAT    TO    AVOID 

1.  Do  not  raise  taxes  to  cut  energy  consiunption. 

(a)  The  basic  proi)lem  is  that  oil  prices  have  been  increased  four-fold  by 
the  cartel,  and  other  energy  prices  will  follow. 

(b)  No  point  in  raising  prices  even  more,  unless  independent  environ- 
mental or  conservation  considerations  dictate.  But  keep  these  separate. 

2.  Do  not  get  locked  into  a  floor  price  for  world  energy  prices. 

(«)  This  would  preclude  possibility  of  a  price  drop  if  the  cartel  breaks 
up,  and  distort  resource  allocation  to  meet  cartel's  m.onopoly  price. 

(6)  It  is  better  to  have  a  narrow  and  specific  subsidy  or  guarantee  for 
domestic  producers  who  invest  in  alternative  sources. 

3.  Do  not  negotiate  a  consumer's  agreement  with  OPEC.  This  would  put  the 
consumers  in  tiie  jol)  of  keeping  the  cartel  together  and  the  price  up  even  if  the 
cartel  would  break  up  otherwise. 

Cliairman  Iveuss.  "We  will  hold  our  questions  until  we  have  heard 
f  roin  all  of  the  panel.  ]Mr.  King,  please  proceed. 
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STATEMENT  OE  WILLIAM  C.  KING,  DIEECTOE,  COEPOSATE  POLICY 
ANALYSIS,  GULF  OIL  COEP.,  ACCOMPANIED  BY  WILLIAM  H. 
BLACKLEDGE,  JE.,  EXECUTIVE  VICE  PEESIDENT,  GULP  OIL 
TEADING  CO. 

^Ir.  Kixi;.  Good  niorniiic:.  ^li".  Chainnaii.  and  oontlenien. 

"Wo  appreciate  the  opj)ortuiiity  to  present  to  vou  the  position  of  the 
Gulf  Oil  Corp.  in  reo;ard  to  proposals  for  establishing  a  floor  price  for 
crude  oil.  I  am  "William  C.  King,  and  T  am  accompanied  by  "William  H. 
]>lacklodge,  Jr.,  executive  vice  president  of  the  Gulf  Oil  Trading  Co. 

The  purpose  of  the  proposed  floor  i)rice  program  is  to  provide  con- 
tinuing encouragement  for  the  develo]:)ment  of  various  forms  of 
eiuu'gv — -Avliich  is  becoming  ever  more  costly.  This  proposal  is  sup- 
ported on  the  basis  that  the  OPEC  nations,  if  they  chose,  could  jeop- 
ardize or  bankiiipt  projects  for  the  development  of  synthetic  fuels  and 
neAV  energy  sources  in  consuming  nations  simply  by  making  sudden 
and  arbitrary  reductions  in  the  price  of  the  oil  which  they  export. 

To  analyze  these  proposals  it  is  important  to  separate  their  appli- 
cation into  two  categories : 

First,  we  must  consider  the  relationship  of  a  floor  price  to  the  inter- 
]iational  crude  oil  markets,  and  second,  the  need  for  financial  support 
for  synthetic  fuels  projects  and  the  development  of  new  energy  sources. 

Gulf  does  not  support  the  establishment  of  any  specific  floor  price 
for  crude  oil — either  in  international  or  domestic  markets.  We  feel  that 
such  a  pricing  mechanism  is  impractical  and  would  not  be  workable 
when  needed. 

I  should  say  by  floor  price,  I  include  any  predetermined,  fixed  mini- 
mum price,  so-called  safeguard  prices,  or  any  mechanism  for  specify- 
ing a  price  at  which  tariffs  or  quotas  would  be  initiated. 

If  the  floor  price  is  set  only  marginally  lower  than  i:>resent  prices,  it 
will  appreciabl}''  slow  down  the  present  trend  toward  softening  of 
prices — a  trend  already  noticeable  for  those  crudes  which  have  been 
posted  at  premium  price  levels  relative  to  their  quality  and  transporta- 
tion advantages,  A  floor  price  at  levels  high  enough  to  discourage  such 
price  erosion  would  be  unacceptable  to  most,  if  not  all.  oil  importing 
nations. 

On  the  other  hand,  if  the  price  floor  is  set  dramaticallv  lower  than 
the  present  market  level,  it  would  be  more  acceptable  to  the  importing 
nations,  but  would  afford  limited  or  inadequate  support  to  energy 
development  in  those  nations. 

None  of  us  has  the  wisdom  to  determine  what  price  level  would 
minimize  these  problems,  and,  as  demand  requirements  and  economic 
conditions  change,  such  price  levels  will  change  periodically.  As  we 
know  all  too  well,  there  are  few  regulations  more  inflexible  than  price 
controls. 

Adequate  protection  can  be  obtained  by  providing  tlie  importing 
government  with  standby  authority  to  impose  tariffs  on  imported  oil. 
This  would  provide  the  least  cost  to  the  importing  country,  for  the 
funds  represented  by  the  tariff  would  accrue  to  its  treasury — whereas 
any  effective  price  support  resulting  from  a  price  floor  would  accrue 
to  the  treasuries  of  the  oil-exporting  nations.  As  explained  above,  the 
standby  authority  should  not  include  specified  price  levels  at  which 
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the  tariffs  would  be  imposed.  Tliese  tariffs  should  be  temporarily  im- 
posed and  maintained  no  longer  than  needed. 

Should  such  a  tariff  be  utilized,  it  will  be  important  to  include  tariff 
drawback  provisions  so  that  exports  from  the  United  States  of  finished 
U'oods  would  not  be  at  a  competitive  disadvantage  in  foreign  markets 
in  which  lower  or  no  crude  oil  tariffs  existed. 

The  President,  of  course,  already  has  the  authority  to  levy  such 
tariff's,  and  drawback  procedures  have  been  used  in  this  country  for 
some  time. 

Gulf  Avishes  to  emphasize  that  establishing  a  temporary  tariff,  at 
the  time  it  is  needed,  is  the  most  it  believes  the  Government  should  do. 
Price  controls  tend  to  come  in  pairs,  and  any  price  floor  mechanism 
will  create  pressure  for  a  price  ceiling  mechanism.  Such  price  reguhv 
tion,  and  particularlv  a  ceiling,  will  do  far  more  to  retard  domestic 
exploration  and  production  than  any  threatened  OPEC  price  reduc- 
tions. 

The  most  important  and  effective  program  for  developing  domestic 
enercrv  production  would  be  for  the  Fe^deral  Government  to : 

First,  firmly  establish  that  it  fully  supports  the  development  of  such 
a  proo-ram  bv  industry. 

Second,  see  that  adequate  conditions  will  bo  provided  to  enable 
fmancino-  and  in-ofitable"  operation  of  efficient  projects. 

Third,  provide  that  price  controls  will  be  phased  out  as  quickly  as 
iwssible.  Witli  the  confidence  provided  by  such  Government  support, 
the  industry  can  undertake  considerably  greater  risks  than  are  possible 
at  nresent. 

Gulf  believes  that  the  danger  of  predatoiy  OPEC  pricing  actions 
has  been  overemphasized.  If  the  OPEC  natioTis  elect  to  drop  their 
]:)rices  to  discourafre  our  oil  production,  thev  will  be  losing  at  least  $3 
for  each  SI  which  the  United  States  and  the  United  Kingdom  pro- 
ducers might  lose.  The  actual  multiplier,  of  course,  will  be  much 
larger,  for'the  price  reductions  would  only  impact  on  a  portion  of  the 
production  in  the  United  States  and  the  United  Kingdom.  It  is  ob- 
vious that  this  would  be  an  unbearably  expensive  exercise  for  the 
ex):)ortins:  nations.  . 

Tliat  this  is  so  is  highlidited  by  the  recent  report  in  the  Oil  &  Gas 
Journal  that  Saudia  Arabia  may"  shortly  announce  a  $150  billion,  5- 
vear  internal  development  program.  This  means  that  in  addition  to 
the  i:)resent  expenditures  they  would  need  an  additional  $30  billion 
annually  to  finance  this  proo-fam.  At  their  present  rate  of  oil  exports, 
this  represents  about  $10  per  barrel.  There  is  little  doubt  that  the 
incentive  and  the  political  pressures  within  Saudia  Arabia  to  initiate, 
and  carry  out  such  a  development  program  are  quite  high.  The  other 
larce  exporters — Iran,  Venezuela,  Nigeria,  and  Indonesia — are  al- 
i-eady  spending  internally  the  major  portion  of  their  oil  revenues. 

Now  let  me  turn  to  the  relationship  between  synthetic  fuel  projects 
and  price  floors.  Again,  the  Gulf  Oil  Corp.  does  iiot  support  the  use  of 
]n-iee  floors  as  a  means  of  encouraging  tlie  development  of  synthetic 
fuel  projects.  Even  with  an  energetic  synthetic  fuels  devolo]-)ment  pro- 
gram, it  will  be  a  decade  or  more  before  the  total  output  of  synthetic 
fuels  represents  more  than  a  few  percent  of  our  total  oil  and  gas  con- 
sumption. To  prop  up  more  than  95  percent  of  tlie  market  in  order  to 
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support    less    than    5    percent    of    the    production    is    economically 
untenable. 

This  is  not  to  say  that  such  projects  do  not  need  a  stronrr  incentive 
system.  Tliey  do.  but  these  incentives  should  be  provided  on  a  project- 
by-project  basis. 

"^  Shale  oil.  coal  gasification,  coal  liquefication  and  related  projects  for 
the  development  of  new  energy  sources  all  share  similar  proljlems  and 
risks.  These  may  be  summarized  briefly  as  follows : 

1.   TECHNICAL 

In  most  cases  this  technology,  while  a  reasonable  extension  of  estab- 
lished technology,  nevertheless  has  not  been  proven  on  a  commercial 
basis  and  involves  considerable  uncertainties  in  regard  to  operability, 
yield  efficiencies,  metallurgy,  et  cetera. 

2.    EXVIRONJMEXTAL 

These  projects  will  in  many  cases  involve  extensive  mining  opera- 
tions, waste  disposal  problems,  and  will  require  significant  supplies  of 
water. 

3.    ECONOMIC 

There  has  been  little  experience  in  regard  to  actual  investment  or 
operating  costs. 

The  combination  of  the  above  factors  results  in  unusuallv  high  eco- 
nomic and  technical  risks.  These  risks,  when  coupled  with  the  huge 
investments  required  for  nominally  sized  commercial  plants— in  the 
range  of  $500  million  to  $1  billion  per  project — would  result  in  a  situa- 
tion whereby  such  projects  would  not  normally  be  undertaken  until 
supply  or  alternative  energy  sources  became  so  short  as  to  result  in 
rapidly  increasing  energy  prices  to  the  point  where  such  prices  would 
provide  in  themselves  an  attractive  economic  potential  and  one  com- 
mensurate with  the  risks  involved. 

Because  of  the  importance  of  energy  to  our  entire  economy,  the  long 
leacltimes  in  developing  such  projects,  and  the  need  to  accommodate 
environmental  concern  to  a  high  degree,  it  is  in  the  national  interest 
to  initiate  promptly  a  series  of  demonstration  plants  in  shale  oil  and 
synthetic  fuels.  Such  projects  would  involve  full-scale  equipment,  but 
would  be  of  limited  capacity.  For  example,  one  full-scale  reactor  line 
would  be  used,  rather  than  a  number  of  such  lines. 

To  provide  for  tliis  early  establishment  of  such  projects,  a  program 
of  Government  financial  support  must  be  made  availal^le.  It  is  impor- 
tant that  this  Government  progi'am  apply  to  several  projects  in  any 
given  new  energy  field.  A  number  of  such  projects  is  needed  to  provide 
for  alternative  design  features,  a  variety  of  learning  experiences,  and 
at  least  a  nominally  competitive  situation.  It  would  be  premature  to 
establish  an  incentive  program  for  commercial  plants  until  results 
f  I'om  the  demonstration  plants  are  available. 

For  the  demonstration  projects,  an  incentive  program  will  have  to 
include  the  following  principles  if  it  is  to  be  eifoetive  : 

Fii-st.  the  most  basic  prolilem  is  funding.  "Without  adequate  financ- 
ing, any  additional  incentives  would  be  totally  ineffective.  The  pres- 
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ently  established  proixram  in  which  tlie  Federal  Government  provides 
all  or  the  major  portion  of  the  tinan('in<r  for  sueli  demonstration  proj- 
ects shonld  be  continued.  I'nder  present  conditions,  pi-ivate  indnstrv 
cannot  commit  the  needed  capital  funds  to  such  projects,  which  by 
their  nature  have  no  chance  of  providing  a  profitable  openition. 

Second,  the  project  would  be  managed  and  operated  by  the  industry 
company  or  group  sponsorino- it. 

Third,  there  should  be  no  connnitments  required  of  the  Governnieiit 
or  the  company  sponsor  to  proceed  to  the  next  state  of  development  or 
commercialization,  or  to  deliver  speciiied  volumes  of  synthetic  fuels. 

Fourth,  the  details  of  application  of  these  principles  should  be 
negotiated  on  a  project-by-project  basis  by  the  Government  and  the 
company  sponsor.  Each  project  will  have  a  unique  set  of  resource 
availability  and  quality,  utility  supplies,  location  and  transportation 
factors,  and  environmental  and  social  needs. 

An  eifective  incentive  for  synthetic  fuels  demonstration  projects 
can  be  supplied  by  a  progi-am  such  as  I  have  outlined,  and  will  be  nuich 
less  costly  than  most  other  suggestions. 

There  will  be  some  Avho  object  to  any  form  of  financial  incentive 
to  private  industry.  But  it  is  important  to  note  that  the  production 
from  a  single  100,000  barrels-per-day  synthetic  oil  plant  will  displace 
SloO  million-  of  oil  imports  per  year.  In  a  little  over  2  years  this  sum 
would  be  equivalent  to  that  needed  to  finance  llie  entire  project,  and 
this  plant  would  be  supporting  jobs  in  the  United  States  rather  than 
abroad,  and  would  stimuate  our  economy.  This  is  ample  reason  for 
moving  toward  commercialization  expeditiously  as  well  as  prudently. 

It  is  of  maior  importance  from  the  standpoint  of  the  Nation's 
enersrv  capability  that  effective  incentiA'e  programs  be  established  to 
stimulate  the  installation  of  a  number  of  demonstration  plants  in  each 
of  these  synthetic  energy  fields.  The  basic  criteria  for  these  incentive, 
programs  must  be  to  reduce  the  risk  to  the  operator  to  acceptable 
levels.  Unless  this  is  done,  these  projects  will  not  be  carried  out  as  soon 
as  the  public  interest  requires. 

Thank  you. 

Chairman  Reuss.  Thank  you  very  much.  ^fr.  King. 

[The  prepared  statement  of  ]Mr.  King  follows :] 

Prepared  Statemetv^t  of  William:  C.  Kixg 

Proposals  for  Establishing  International  Floor  Prices  for  CRrnE  Oil 

Good  morning,  sentleniPii.  I  appreciate  the  opportunity  to  present  to  yon  the 
position  of  the  Gnlf  Oil  Corporation  in  regard  to  proposals  for  establishing  a 
tloor  price  for  crude  oil.  The  pnri)Ose  of  such  a  program  is  to  i)rovide  coiitinning 
enconragement  for  tlie  development  of  various  forms  of  energy — which  is  becom- 
ing ever  more  costly.  It  is  also  supported  on  the  basis  that  the  OPEC  nations,  if 
tliey  chose,  could  jeopardize  or  bankrupt  projects  for  the  development  of  syn- 
thetic fuels  and  new  energy  soiu/ces  in  consuming  nations  simply  liy  making 
sudden  and  arbitrary  reductions  in  the  price  of  the  oil  whicli  they  export. 

To  analyze  these  proposals  it  is  important  to  separate  their  application  into 
two  categories : 

First:   The  relationship  of  a  floor  price  to  the  international  crude  oil 
markets,  and 

Second :  The  need  for  financial  support  for  syntlietic  fuels  projects  and 
the  development  of  new  energy  sources. 
As  you  recognize,  these  are  two  very  separate  situations.  They  need  to  be 
Considered  separately  in  respect  to  the  advantages  or  disadvantages  of  any  floor 
l)rice  mechanism. 

57-390 — 75 G 
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It  has  been  suggested  that  a  floor  price  for  international  cnule  oil  markets 
would  provide  assurance  to  companies  exploring  for  oil  and  gas  in  more  costly 
areas,  such  as  the  deeper  offshore  areas,  that  their  investments  would  not  be 
endangered  by  future  OPEC  price  reductions.  These  price  reductions  could  result 
from  the  normal  workings  of  supply  and  demand  market  factors,  or  from 
predatory  price  manipulation  by  the  OPEC  cartel.  As  I  will  explain,  such 
manipulation  is  unlikely. 

Gulf  does  not  support  the  establishment  of  any  specific  floor  price  for  crude 
oil — either  in  international  or  domestic  markets.  We  feel  that  such  a  pricing 
mechanism  is  impractical,  and  would  not  be  workable  when  needed. 

If  the  floor  price  is  set  only  marginall.v  lower  than  present  prices,  it  will 
appreciably  slow  down  the  present  trend  toward  softening  of  prices — a  trend 
already  noticeable  for  those  crudes  which  have  been  posted  at  premium  price 
levels  relative  to  their  quality  and  transportation  advantages.  A  floor  price  at 
levels  high  enough  to  discourage  such  price  erosion  would  be  unacceptable  to 
most  or  all  oil  importing  nations. 

If  the  price  floor  is  set  dramaticall.v  lower  than  the  present  market  level,  it 
would  be  more  acceptable  to  the  importing  nations,  but  would  afford  limited  or 
inadequate  support  to  energy  development  in  those  nations. 

Should  market  prices  approach  such  a  dramatically  lower  floor  price  level, 
the  economic  pressures  necessary  to  bring  about  such  a  major  change  would 
make  it  highly  unlikely  that  the  market  level  would  stop  at  the  price  floor. 
Should  importing  nations  impose  a  tariff  in  this  case,  exporting  nations  would 
undoubtedly  move  to  increase  prices  to  offset  the  tariff.  Even  if  only  partially 
successful,  such  a  move  would  increase  costs  to  the  importing  nation.  In  this 
situation,  political  realities  in  those  nations  predominantly  dependent  on  im- 
ports for  their  energy  supply  would  make  it  difl^icult  or  impossible  to  maintain 
the  price  floor  mechanism. 

Nime  of  us  has  the  wisdom  to  determine  what  price  level  would  minimize  these 
problems,  and,  as  demand  requirements  and  economic  conditions  change,  such 
price  levels  will  change  perlodionll.v.  As  we  know  all  too  well,  there  are  few  regu- 
lations more  inflexible  than  price  controls. 

In  regard  to  areas  such  as  the  North  Sea,  it  is  important  to  re<^ogTiize  that 
although  the  cost  of  such  oil  to  the  consumer  in  the  United  Kingdom  will  be  rela- 
tivel.v  high,  the  economic  cost  to  the  United  Kingdom  coiild  be  much  lower  than 
the  cost  of  foreign  crude.  This  is  due  to  the  fact  that  much  of  the  cost  of  the  crude 
oil  produced  in  the  Xorth  Sea  will  result  from  the  utilization  of  facilities  built 
in  the  I'nited  Kingdom  and  installed  with  local  labor.  Further,  the  cost  of  operat- 
ing labor  is  not  a  net  drain  to  the  ec-onom.v.  The  stimulus  of  this  industry  to  that 
economv  is  a  very  decided  asset  and  one  that  is  worth  a  significant  delivered  oil 
price  differential. 

Such  a  differential  can  he  protected  by  providing  the  importing  government 
with  stnncJhy  authorit.v  to  impose  tariffs  on  imported  oil.  This  would  provide  the 
least  cost  to  the  importing  country,  for  the  funds  represented  by  the  tariff  would 
accrue  to  its  treasur.v — whereas  an.v  effective  price  support  resulting  from  a  price 
floor  would  accrue  to  the  treasuries  of  the  oil  exporting  nations.  As  exjilained 
above,  the  standby  authority  sliould  not  include  specified  price  levels  at  which 
the  thrift's  would  be  ini]iosed.  These  tariffs  should  be  temporarily  imposed  and 
maintained  no  longer  than  needetl. 

Sliould  such  a  tariff  be  utilized,  it  will  be  important  to  include  tariff  draw- 
back provisions  so  that  exports  from  the  United  States  of  finished  goods  wp.uld 
not  be  at  a  competitive  disadvantage  in  foreign  markets  in  which  lower  or  no 
crude  oil  tariffs  existed. 

The  President,  of  course,  already  has  the  authority  to  levy  such  tariffs,  and 
drawback  ])iY)cedures  have  been  used  in  this  country  for  some  time. 

Critics  of  this  proposal  oliserve  that  it  would  tend  to  discourage  the  exporting 
nations  in  making  price  deductions.  There  ma.v  be  some  merit  in  this  oliservation. 
but  a  t>rice  floor  or  a  specified  price  at  which  tariffs  would  be  levied  would  be 
more  effective  in  discouraging  price  reductions. 

Since  an  importing  government  can  speedil.v  invoke  import  tariffs  should  they 
be  needed,  it  is  best  not  to  establish  such  tariffs,  even  on  a  provisional  basis,  until 
they  are  needed.  It  is  impossilile  to  foresee  the  details  specific  to  ,nny  future  oil 
inn>ort  situation  and  any  application  of  such  a  tariff  should  be  tailored  to  each 
s]><'cific  .situation. 

CJulf  wishes  to  emphasize  that  establi.shing  a  temporary  tariff,  at  the  time  it 
is  needed,  is  the  most  it  believes  the  government  should  do.  Price  controls  tend  to 
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come  in  pairs,  and  any  price  floor  meclianism  will  create  pressure  for  a  price 
ceiling  mechanism.  Such  price  rejjulation,  and  particularly  a  ceiling,  will  do  far 
nioi-e  to  retard  domestic  exploration  and  production  than  any  threatened  OI'EC 
price  reductions 

The  most  important  and  etTective  program  for  develoi>ing  domestic  energy  pro- 
duction would  he  for  the  federal  government  to  : 

Firmly  estahli.sh  that  it  fully  supports  the  development  of  such  a  program 
by  industry  : 

See  that  adequate  condition.^  will  be  provided  to  enable  financing  and  prof- 
itable operation  of  efficient  projects  ;  and 

Provide  that  price  controls  will  be  phased  out  as  quickly  as  possilde. 
With  the  confidence  provided  by  such  govenunent  support,  the  industry  can 
undertake  ciuisiderably  greater  risks  than  are  possible  at  present. 

Gulf  believes  that  the  danger  of  predatory  OPEC  pricing  actions  has  been 
overemphasized.  Oil  production  in  the  U.S.  and  in  the  North  Sea  are  the  only 
two  areas  against  which  such  a  procedure  miglit  be  directed.  Consumer  nation 
production  in  other  areas  is  too  small  to  warrant  tliis  kind  of  attention  (m  the 
part  of  the  eximrting  nations.  In  the  case  of  the  North  Sea  and  the  United  States, 
the  total  oil  production  involved  would  l)e  in  the  range  of  ten  million  barrels  per 
day.  or  roughly  one-third  of  the  total  oil  that  OPEC  sells  abroad.  Thus  if  the 
OPEC  nati<ms  elect  to  drop  their  prices  to  discourage  our  oil  production,  they  will 
be  losing  at  least  .$3  for  each  .$1  wliich  the  I'niied  States  and  the  United  Kingdom 
producers  might  lose.  The  actual  nuiltiplier.  of  course,  will  he  much  larger,  for 
the  price  reductions  would  only  impact  on  a  portion  of  tlie  production  in  the 
United  States  and  the  United  Kingdom.  It  is  olivious  that  this  would  be  an 
unbearaldv  expensive  exerci.se  for  the  exporting  nations. 

That  this  is  so  is  highliglited  by  the  recent  report  in  the  Oil  &  Gas  .Tourn.al 
that  Saudi  Araliia  may  shortly  announce  a  $17)6  million  five-year  internal  de- 
velopment program.  This  means  that  In  addition  to  the  present  expenditures  they 
would  need  an  additional  .$30  biliiim  annually  to  finance  this  program.  At  their 
l)reseut  rate  of  oil  exports  this  represents  almost  $10  per  barrel.  There  is  little 
doubt  that  the  incentive  and  the  political  pressures  within  Saudia  Arabia  to 
initiate  and  carry  out  such  a  development  program  are  quite  high.  The  other 
large  exporters — ^^Iran.  Venezuela.  Nigeria  and  Indonesia — are  already  spending 
internally  the  major  portion  of  their  oil  revenues. 

Now  let  me  turn  to  the  relationship  between  synthetic  fuel  projects  and  price 
floors.  Again,  the  (Julf  Oil  Corporation  does  not  support  the  use  of  price  floors 
as  a  means  of  encouraging  tlie  development  of  synthetic  fuels  projects.  Even 
with,  an  energetic  synthetic  fuels  development  program,  it  will  be  a  decade  or 
more  before  the  total  output  of  synthetic  fuels  represents  more  than  a  few  per- 
cent of  our  total  oil  and  gas  consumption.  To  prop  up  more  than  9.59r  of  the 
market  in  order  to  siipport  less  than  5%  of  the  production  is  economically 
luitenable. 

This  is  not  to  say  that  such  projects  do  not  need  a  strong  incentive  system. 

Thev  do.  but  these  "incentives  should  be  provided  on  a  project-by-project  basis. 

Siiale    oil.    coal    gasification,    coal   linuef action    and    related   projects  for   the 

development  of  new  energy  sources  all  share  similar  prol)lems  and  risks.  These 

may  be  summarized  l>riefly  as  follows  : 

l".  Technical. — In  most  cases  this  technology,  while  a  reasonable  extension  of 
established  teclniology.  nevertheless  has  not  been  proven  on  a  commercial  basis 
and  involves  considerable  uncertainties  in  regard  to  operability.  yield  etficiencies, 
metallurgy,  etc.  .    . 

2.  Enrironniciiffil. — These  projects  will  in  many  cases  involve  extensive  mining 
operations,  waste  disposal  problems,  and  will  reiiuire  significant  supplies  of 
water. 

.3.  Ecovniiiir. — There  has  been  little  experience  in  regard  to  actual  investment 
or  operating  costs. 

The  combination  of  the  altove  factors  results  in  unusually  high  economic  and 
technical  ri«ks.  These  risks,  when  coupled  with  the  huge  investments  required 
for  nominally  sized  commercial  plants  (in  the  range  of  $."00  million  to  $1  billion 
per  project) Would  result  in  a  situation  wliereliy  such  projects  would  not  nor- 
mally be  undertaken  until  supply  or  alternate  energy  sources  liecame  so  short 
as  to  result  in  rapidly  increasing  energy  prices  to  the  point  where  such  prices 
would  provide  in  themselves  an  attractive  economic  potential  and  one  com- 
mensurate with  the  ri.sks  involved. 

Because  of  the  importance  of  energy  to  our  entire  economy,  the  long  lead 
times  In  developing  such  projects,  and  the  need  to  accommodate  environmental 
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concern  to  a  hi.a;h  dejrree.  it  is  in  the  national  interest  to  initiate  promptly  a 
series  of  demonstration  plnnts  in  shale  oil  and  synthetic  fuels.  Such  projects 
would  involve  full-scale  etiuipment,  but  would  be  of  limited  capacity.  For  ex- 
ample, one  full-scale  reactor  line  would  be  used,  rather  than  a  number  of  such 
lines. 

To  provide  for  this  early  establishment  of  such  projects,  a  program  of  govern- 
ment financial  support  must  be  made  available.  It  is  important  that  this  goveni- 
ment  program  apply  to  several  projects  in  any  given  new  energy  field.  A  number 
of  such  projects  is  needed  to  provide  for  alternative  design  featiires.  a  variety 
of  learning  experiences,  and  at  least  a  nominally  competitive  situation. 

The  information  developed  from  these  projects  should  be  available  by  license 
from  the  operator  to  parties  interested  in  developing  commercial  projects.  Full- 
scale  commercial  projects  sliould  depend  primarily  on  normal  commercial  factors 
and  be  built  by  private  industry  at  a  time  when  they  can  be  supported  by  the 
market  price  structure.  It  would  be  prematui-e  to  establish  an  ineentive  pro'-rnni 
for  commercial  plants  Tintil  results  from  the  demonstration  plants  are  available. 

For  the  demonstration  projects,  an  incentive  program  will  have  to  include  the 
following  principles  if  it  is  to  be  effective : 

(1)  The  most  basic  problem  is  funding.  Without  adequate  financing,  any 
additional  incentives  would  ])e  totally  ineffective.  The  presently  established  pro- 
gram in  which  the  federal  government  provides  all  or  the  major  portion  of  the 
financing  for  such  demonstration  projects  should  be  continued.  Under  present 
conditions,  private  industry  cannot  commit  the  needed  capital  funds  to  such 
projects,  which  by  their  nature  have  no  chance  of  providing  a  profitable 
operation. 

(2)  The  project  would  be  managed  and  operated  by  the  industry  company 
or  group  sponsoring  it. 

(3)  There  should  be  no  commitments  required  of  the  government  or  the 
company  sponsor  to  proceed  to  the  next  stage  of  development  or  commercializa- 
tion, or  to  deliver  specified  volumes  of  synthetic  fuels. 

The  details  of  application  of  these  i)rinoiples  should  be  negotiated  on  a  project- 
by-project  basis  by  the  government  and  the  company  sponsor.  Each  prniert  will 
have  a  unique  set  of  resource  .'!vailal)ility  and  quality,  utility  supplies,  location 
and  transportation  faotors.  and  environmental  and  social  needs. 

An  effective  incentive  for  synthetic  fuels  demonstration  projects  can  be  sup- 
plied by  a  program  such  as  I  liave  outlined. 

There  will  be  some  who  will  object  to  any  form  of  financial  incentive  to  private 
industry.  But  it  is  important  to  note  that  the  production  from  a  .single  100.000 
B/D  synthetic  oil  plant  will  displace  $450  million  of  oil  imports  per  year.  In  a 
little  over  two  years  this  sum  would  be  equivalent  to  that  needed  to  finance  the 
entire  project,  and  this  plant  woiUd  be  supporting  jobs  in  the  U.S.  rather  than 
abroad,  and  would  stimulate  our  economy.  This  is  ample  reason  for  moving 
toward  commercialization  expeditiously  as  well  as  prudently. 

In  considering  financial  incentives  for  synthetic  fuels  projects,  it  is  important 
to  recognize  tliat  shale  oil  falls  in  a  different  category  than  does  poal  gasification,, 
coal  liMuefaf^tion.  or  solvent  coal  refining.  A  shale  oil  jn-oject,  of  itself,  will  make 
a  net  contribution  to  the  nation's  energy  supply.  Perhaps  more  importantly  shale 
oil  represents  a  long-term  source  of  liquid  hydrocarbons  required  for  applications 
where  no  substitutes  are  available.  These  applications  include  fields  ?nch  as 
T>etrocheniicals,  jet  ain>lane  fuel,  and  lubricants.  It  is  interesting  to  notf>  that 
these  fields  typically  sui)port  a  relatively  large  number  of  production  and  service 
jobs  per  barrel  of  in])ut.  Thus  from  a  stand)Kiint  of  security  of  long-term  sui)i)ly.. 
demonstration  of  commercial  feasibility  of  shale  oil  production  should  have  a 
high  national  priority. 

In  the  case  of  coal  gasification,  coal  liquefaction,  or  .solvent  coal  refining,  the 
proflnction  of  coal  provides  a  net  contribution  to  our  energy  supply,  but  the 
synthetic  fuels  plants  for  converting  coal  to  gas  and  oil  produce  less  energy  in  the 
form  of  the  synthetic  fuel  than  is  charged  to  the  plants  as  feedstock  and  fuel. 

However,  this  energy  slirinl  aue  in  the  conversion  step  may  be  more  than  offset 
by  related  advantases.  ,\11  of  these  synthetic  fuels,  as  is  shale  oil,  are  envivon- 
mentally  attractive  to  the  user.  They  have  essentially  no  sulfur,  are  Hean- 
burning.  and  will  provide  minimal  or  no  particulate  emissions.  They  will  not 
require  stack  gas  scrubbers. 

In  additifm.  synthetic  gas  and  oil  will  be  transported  to  a  significant  extent  in 
existing  distribution  network.*; — particularly  via  pipeline.  This  efficient  mode  of 
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transiwrtation  will  appreciably  offset  the  energy  used  in  the  production  of  these 
fuels. 

This  is  particularly  important  in  the  case  of  natural  gas,  where  the  fixed 
charges  related  to  pipeline  investment  represent  a  major  portion  of  the  delivered 
cost  of  the  gas.  Should  natural  gas  supplies  dwindle  in  the  future,  rwluced 
throughput  in  these  transmis.sion  lines  will  result  in  increasing  deliveretl  cost.1 
siniplv  because  the  large  fixed  cost  must  be  spread  over  fewer  and  fewer  delivered 
units  "of  gas.  By  maintaining  with  synthetic  gas  a  higher  volume  of  delivery  in 
existing  pipelines,  these  price  increases  will  be  moderated. 

Thus  it  is  of  ma.ior  importance  from  the  standpoint  of  the  nation's  energy  capa- 
bility that  effective  incentive  programs  be  established  to  stimulate  the  installa- 
tion'of  a  number  of  demonstration  plants  in  each  of  these  synthetic  energy  fields. 
The  basic  criteria  for  these  incentive  programs  must  be  to  reduce  the  risk  to  the 
operator  to  acceptable  levels.  Unless  this  is  done,  these  projects  will  not  be  car- 
ried out  as  soon  as  the  public  interest  requires. 

This  concludes  my  testimony.  I  will  be  glad  to  answer  any  questions  you  may 
have. 

Chairman  Reuss.  Please,  proceed,  Mr.  Liclitblau. 

STATEMENT    OF    JOHN    H.    LICHTBLAU,    EXECUTIVE    DIRECTOR, 
PETROLEUM  INDUSTRY  RESEARCH  FOUNDATION,  INC. 

Mr.  LiGHTBLAU.  Thank  you,  Mr.  Chairman,  for  inviting  me  to  par- 
ticipate in  today's  hearing  on  the  subject  of  the  proposed  floor  price 
for  imported  oil. 

The  floor  price  concept  cannot  be  discussed  separately  from  title 
IX  of  the  administration's  omnibus  energy  bill,  the  Energy  Inde- 
pendence Act  of  1975  (H.R.  2650).  Apparently,  the  administration  is 
seeking  passage  of  title  IX  for  specific  legal  authority  to  establish 
a  i\oor  price. 

Title  IX,  whose  full  name  is  the  Energy  Development  Security  Act 
of  1975,  would  authorize  the  President  to  impose  import  restrictions, 
such  as  tariffs,  quotas,  fees,  or  other  measures,  to  set  minimum  do- 
mestic petroleum  price  levels  following  an  official  determination  by 
the  FEA  Administrator  that  a  price  reduction  in  imported  oil  threat- 
ened the  viability  of  U.S.  petroleum  production  and  development  and/ 
<or  threatened  to  cause  a  substantial  increase  in  U.S.  petroleum 
demand.^ 

The  difference  between  the  floor  price,  which  has  been  subject  to 
a  good  deal  of  public  discussion,  and  title  IX,  to  which  very  little 
attention  has  been  paid,  is  that  the  former  is  an  attempt  to  devise  on 
specific  solution  now  to  a  hypothetical  future  problem  while  the  latter 
is  a  general  standby  authority  to  do  something  if  and  when  the  hypo- 
thetical situation  arises. 

Actually,  the  President  already  has  the  legal  authority  he  is  seeking 
under  title  IX.  The  national  security  clause  in  our  foreign  trade 
leL'islation  has  been  used  since  1959  to  control  the  level  of  oil  imports, 
first  through  quotas  and  since  1973  through  a  system  of  fees.  Thus, 
if  passed,  title  IX  would  be  primarily  in  the  nature  of  a  policy  declara- 
tion, making  clear  that  even  a  sul>stantial  reduction  in  foreign  oil 
prices  will  not  deter  the  United  States  from  pursuing  its  established 
goal  of  reducing  reliance  on  foreign  oil  sources. 

The  floor  price  proposal,  by  contrast,  calls  for  specific  action.  TMiile 
no  official  floor  price  for  imported  oil  has  been  proposed,  Secretary 

1  Spp  FEA.  Draft  Environmental  Impact  Statement  on  Energy  Independence  Act  of 
1975,  March  1975. 
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ICissinjrer  in  liis  ^eecVi  of  February  3  said  that  it  "woifld  be  con- 
siderably ])elow  the  world,  oil  price,"  while  the  FEA  in  its-iinpact 
statement  on  title  IX  assumes  a  $7  per  barrel,  and  Assistant  Secretary 
of  State  Thomas  Enders  is  repoited  to  ha^e  tentatively  susfii-ested  a 
'floor  price  of  $6  to  i^S  per  barrel.  Tt  would  thorofore  seem  that  some 
policymakers  have  not  only  adopted  the  floor  piice  as  a  preferable 
method  of  import  control  to  quotas,  auctions  ol  import  licenses,  or 
other  means  biit  have  already  decided  on  tlie  appi-oximate  level  of  the 
price.      ■ !       • 

Y^t.  there  are  several  serious  problems  with  the  selection  of  a  floor 
price,  both  in  principle  and  in  the  determination  of  a  specific  level  at 
this  time. 

One.  in  tryino-  to  devise  specific  counterstrntep:ies  now  to  a  possible 
future  break  in  foreign  oil  prices  we  are  dealinc;  with  a  series  of 
unknowns.  For  instance,  it  would  make  a  basic  difference  whether  the 
pivice  break  came  as  a  result  of  marlvet  pr(>ssuros  or  as  a  result  of  an 
OPEC  strategy  to  undercut  the  development  of  relatively  high-cost 
alternate  energy  sources.  In  the  first  case,  if  it  came  as  a  result  of 
market  pressure,  the  price  decline  would  be  of  the  consuming  coun- 
tries' own  making  and  would  be  beneficial  to  them :  in  the  second  case, 
it  would  be  directed  against  them.  It  is  difficult  to  see  how  the  two 
cases  could  call  for  the  same  response. 

Two.  A  price  decline  could  take  mnnv  forms,  not  all  of  which  could 
be  offset  through  the  mechanism  of  a  floor  price.  For  instnuce.  if  prices 
remained  unchanged  but  credit  terms  wei-e  extended  or  defei^red  pay- 
ments were  accepted,  a  floor  price  would  become  ineffectual  while  a 
quantitative  import  restriction  could  work. 

Three.  The  floor  price  could  also  turn  into  a  ceiling  price  or,  at  least, 
U.S.  oil  producers  7nio-ht  fear  such  a  development  and  act  accordingly. 
Once  the  administration  has  determined  wh.at  it  considei's  to  be  a  pre- 
cise level  required  to  maximize  domestic  crude  oil  production  and 
maiiitain  desired  T-estraints  on  demand,  the  politically  loaded  question 
of  Avhy  a  higher  domestic  pi'ice  level  should  lie  permitted  is  bound  to 
be  raised.  Since  for  the  foreseeable  future  the  floor  price  is  likely  to  be 
set  well  below  work  market  prices  which,  in  tuni,  determine  free 
domestic  oil  prices,  domestic  producers  might  be  reluctant  to  undei-- 
take  new  oil  projects  that  require  a  higher  price  than  the  established 
floor  price  for  fear  that  the  floor  price  miffht  become  the  legal  ceiling 
price.  Thus,  some  of  the  incentives  created  by  OPEC  to  develop  oil  or 
other  energv  supplies  outside  of  OPEC  ma}^  actually  be  counteracted 
by  tlie  imposition  of  a  floor  price. 

The  possibility  tln^t  the  floor  price  would  coincide  Avith  the  true 
optinnim  dom.estic  oil  price  is  not  more  tlum  i-aiidom.  given  the  many 
unlsnowns  and  U7ikn0wables  that  cletei-mine  such  a  price. 

Four.  According  to  the  FEA's  environmental  im])act  statement,  the 
floor  price  is  not  ex]iected  to  have  any  impact  on  actual  de>elopment 
and  operation  of  synthetic  fuels  and  othei-  rehitivelv  mideveloped 
energv  sources.  Yet.  it  is  by  no  means  clear  that  a  ])rice  floor  on 
impoi'ted  oil  is  reqniivcl  to  assure  continued  pi-oduction  and  exjdora- 
tion  for  conventional  domestic  ei'ude  oil.  Certainly,  the  oil  companies 
have  not  requested  it.  jNfost  seem  to  be  willing  and  eairer  to  incur  th(> 
risk  of  new  exploi-afion  ventures,  pi'ovided  no  i-esti'ictiojis  are  placed 
on  them. 
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TCo  company  needofl  a  floor  price  to  finrl  aiir]  develop  Alaskan  oil  and 
virtually  the  entire  oil  industry  is  now  uro:in<r  tli6  Government  to  open 
up  the  Atlantic  and  Pacific  Outer  Continental  Shelf  areas  for  explora- 
tion even  thouoh  the  cost  is  expected  to  be  very  hiofh  by  historic  U.S. 
exploration  standards. 

Similarly,  there  is  no  evidence  that  any  oil  company  is  afraid  to 
make  the  capital  investments  for  secondary  or  tertiary  recovery  sys- 
tems at  present  free  market  prices  for  fear  of  a  futue  drop  in  iniport 
prices.  The  only  thin^r  that  keeps  some  com]-)anies  from  maximizin*? 
enhanced  recovery  methods  is  not  fear  of  an  OPEC  price  drop  by  ina- 
bility to  obtain  OPEC  level  prices  now  for  the  recovered  oil  because  of 
existinrr  Federal  price  ceilings  on  "old"  oil. 

Tn.  other  words,  those  for  whose  benefit  the  floor  price  is  desifrned  do 
not  i-equire  it  or  want  it.  while  those  who  may  need  som.e  sort  of  price 
o-uarantee  or  other  form  of  minimum  profit  protection — the  developers 
of  synthetic  oil  or  other  new  enero-y  souT'ces — would  not  benefit  from 
it  and  are  not  intended  to. 

This  is  not  to  sugf^est  that  the  floor  price  should  be  raised  so  as  to 
encompass  the  later  g-roup.  Ten  years  from  now,  less  than  half  a  mil- 
lion barrels  per  dav  of  synthetic  oil,  about  2  percent  of  our  total  oil 
requirements,  will  be  produced.  It  would  make  little  sense  to  raise  the 
111-ice  of  the  other  98  pei'cent — I  think  ^Mr.  Kino-  had  95  percent,  but 
it  is  10  years  from  now,  of  our  oil  to  the  level  required  to  brin.of  foi-th 
synthetic  oil.  Pather.  a  special  price  pi"otection  or  other  form  of  profit 
pi-otection  should  be  extended  to  producers  of  svntlietic  fuels  to  get 
this  industry  off  the  jjround  and  into  the  commercial  stage. 

Tn  addition  to  the  foregoing  considerations  which  are  pi-imarily 
domestic,  the  establishment  of  an  oil  floor  price  at  this  time  would 
also  cause  a  number  of  in.ternational  problems.  The  proponents  of  the 
floor  pi'ice  within  the  administration  have  argued  that  the  price  must 
be  accepted  by  all  major  importing  countries,  otherwise  an  interna- 
tional oil  price  break  could  leave  the  United  States  with  a  hio-her  and 
therefore  less  comi:)etitive  energy  cost  structure  than  its  trading  part- 
ners. Tlie  United  States  has  therefore  urged  adoption  of  the  floor  price 
by  all  members  of  the  newly  formed  International  Energy  Agency. 

However,  a  dro])  in  foreign  oil  prices  would  have  a  very  minor  short- 
term  effect  on  U.S.  domestic  oil  and  other  energy  output,  almost 
regardless  of  the  size  of  the  drop.  The  reason  is  th.at  actual  operating 
costs  of  most  energy  producing  facilities  repi-esent  only  a  small  part 
of  total  costs  because  of  the  capital  intensity  of  energy'  production. 
Tims,  even  shale  oil  at  a  required  price  of  i^l2.50  per  barrel  has  an  oper- 
atinc:  cost  of  only  Sft4.T7  per  barrel  "at  the  outside,''  according  to  a 
recent  testimony  before  a  congressional  committee.^ 

Anv  oil  or  other  energy-producing  operation  whose  operating  cost 
is  below  import  costs  could  therefore  be  expected  to  meet  a  drop  in 
import,  prices  for  some  time.  Tliis  would  give  the  United  States  time 
to  adjust  to  the  new  situation,  if  it  evei'  arose,  appi'aise  its  meaning 
and  then  take  the  necessary  action,  if  possible  collectively,  otherwise 
unilaterally. 

T'ntil  or  unless  tliat  piiee  break  really  occurs,  it  will  be  difficult  to 
get  a  true  agreement  within  the  lEA  on  a  spex'ific  floor  price.  The 

'  StntoniPjit  hy  Ch.-irlps  H.  Brown,  senior  vicp  president,  the  Oil  Shale  Corp..  before  the 
House  Committee  on  Sciences  and  Astronautics,  Dec.  17,  1974. 
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aizTeoment  in  principle  that  ha?  rocontly  been  annonnoed  is  mostly 
desiiiiied  to  patch  up  cracks  in  the  or<ranization  which  could  prevent 
it  from  devotinoj  itself  to  its  principal  and  best  suited  task,  the  prepa- 
ration of  an  international  emero;ency  oil-sharing  system.  Those  lEA 
members  who  are  also  domestic  oil  and  gas  producers,  such  as  the 
T'nited  States,  Canada,  Great  Britain,  and  Norway,  have  much  in 
common  with  the  nonoil  producinsr  members  on  this  last  point :  that 
is.  tlie  sharino;  system,  but  very  little  on  the  concept  of  minimum 
im]iort  prices  to  protect  high-cost  domestic  production. 

In  conclusion,  I  would  say  that  there  is  justification  for  title  IX — 
the  grantino-  of  a  standby  authority  to  the  President  to  prevent  a 
lowerinjT  of  foreign  oil  prices  from  undermining  our  long-term  energy 
policy.  However,  the  selection  of  a  specific  mechanism  and  a  specific 
price  within  this  mechanism  now  to  cope  with  this  hypothetical  prob- 
lem i«  likely  to  be  counterproductive. 

Gnnrding  against  the  calamity  of  a  world  oil  price  drop  does  not 
exactly  require  priority  treatment.  After  all,  just  15  months  ago  we 
were  told  it  was  the  increase  in  world  oil  prices  that  threatened  to 
destroy  the  world's  economies. 

Thank  you. 

Chairman  Eetjss.  Thank  you,  Mr.  Lichtblau. 

]\rr.  Steele,  please  proceed. 

STATEMENT  OF  HENRY  STEELE.  PROFESSOR  OF  ECONOMICS, 
UNIVERSITY  OF  HOUSTON 

Mr.  Steeli:.  T  wish  to  expi'ess  my  appreciation  to  the  subcommittee 
for  invitinsr  me  to  present  this  statement  this  morning,  and  it  is  my 
hope  that  it  may  be  of  some  use  to  you  in  your  deliberations  regarding 
the  critical  issues  of  future  petroleum  supph'. 

In  this  summary,  T  shall  attempt  to  provide  brief  answers  to  certain 
of  the  question  listed  in  the  April  2"  press  release  which  announced 
thi=  hearing. 

Is  the  floor  price  the  most  efficient  way  to  encourage  domestic  pro- 
duction needed  to  attain  the  desired  level  of  energy  self-sufficiency? 
If  so.  at  what  level  should  the  floor  price  be  set  to  protect  energy 
investments  in  conventional  and  synthetic  fuels  against  a  future  inter- 
na<"ional  price  decline? 

I  do  not  believe  a  floor  price  would  be  the  most  efficient  device  for 
achieving  such  a  purpose.  There  are  several  objections  to  such  a  plan. 

First,  the  provision  of  an  explicit  price  floor  Iwlsters  the  monopoly 
power  or  the  exporter  cartel,  by  reducing  the  motiA'ation  of  exporters 
to  even  consider  offering  price  concessions.  As  I  stated  in  my  appear-, 
ance  before  this  subcommittee  last  year,  the  most  important  task  of. 
the  iinportintr  countries  is  to  form  an  importer  cartel  for  the  purpose 
of  forcing  down  buying  prices — and  not  to  create  obstacles  to  such 
declines. 

Second,  the  proposed  scheme  is  probably  not  feasible.  The  different 
imnortiuir  conntnes  can  scarcely  be  expected  to  agree  upon  a  common 
pri^o  floor — unless  the  price  floor  is  so  low  as  to  be  meaninHess — since 
thoi?'  interest  in  high  \'ersus  low  energy  prices  differs  accordin<T  to  their 
prospects  for  becomin,<r  producers  as  well  as  consumers  of  energy 
resources.  It  would  be  logical  for  the  United  States  and  the  countries 
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sharinof  in  North  Sea  oil  production  to  faA'or  a  relatively  high  floor 
price,  while  importers  like  Japan,  with  no  prospects  for  indigenous 
fuels  industries,  would  looically  prefer  no  floor  at  all. 

Third,  alternative  devices,  such  as  direct  subsidies  to  higher  cost 
pi-oducers,  appear  to  be  more  efficient. 

l^ut,  if  we  assume  that  floor  prices  are  instituted,  in  spite  of  the 
above  objections,  at  which  level  should  thev  be  set  ?  The  level  of  the 
pv]ce  floor  depends  primarily  upon  the  degree  of  domestic  self- 
sufficiency  which  is  sought.  If  complete  elimination  of  imports  is 
soug])t,  such  a  floor  price  would  have  to  be  unrealistically  high,  unless 
the  goal  is  to  be  acliieved  only  at  the  end  of  a  very  long  period  of  time. 
E\'en  a  lesser  degree  of  self-sufficiency  would  obviously  require  the 
jiroduction  of  liquid  and  gaseous  fuels  from  other  sources  than  crude 
]ietroleum.  and  the  prices  required  to  obtain  substantial  supplies  of 
synthetic  fuels  are  a  matter  of  conjecture,  but  they  would  appear  to  be 
quite  hiqfh.  My  own  studies  on  the  economics  of  svnthetic  fuels  are  now 
out  of  date,  but  my  assessment  of  the  most  recent  work  of  others  sug- 
gests that  costs  of  coal  liquefaction  are  disappointingly  high,  at  per- 
Jiaps  inl2-$ir)  per  barrel  for  fii'st  generation  commercial  scale  plants. 
Although  costs  per  barrel  should  decline  over  time  as  production  expe- 
rience accumulates,  it  is  rather  doubtful  that  such  cost  decline.:^  would 
gi-eatly  outpace  expected  rates  of  inflation,  particularly  as  they  affect 
the  cost  of  facilities  in  capital-intensive  industries. 

Hence  it  is  possible  that  a  price  floor  of  over  $15  per  barrel  miGfht  be 
necessary  to  provide  the  desired  degree  of  reliance  upon  domestic  pro- 
duction— and  even  so.  the  supply  additions  would  be  forthcoming  only 
over  a  period  of  many  years.  As  for  the  price  floor  needed  to  induce 
su])ptantial  additional  output  from  conventional  petroleum  reservoirs, 
this  is  also  a  matter  of  considerable  uncertainty. 

In  1978,  I  made  studies  of  the  longrun  supply  schedules  for  oil  and 
gas  for  the  period  throuirh  the  year  2000.  for  a  variety  of  cases.  The 
most  optimistic  case  did  not  assume  complete  self-sufficiency,  but 
merely  that  the  United  States  would  be  capable  of  producing  enough 
oil  to  keep  reliance  upon  Eastern  Hemisphere  imports  down  to  10  per- 
cent of  total  consumption,  and  that  the  ratio  of  reserves  to  production 
would  be  no  lower  than  (S  to  1  bv  2000.  The  necessarA^  price  required  to 
achieve  this  goal  was  about  $7.50  in  1072  dollars.  Inflation  since  1072 
would  increase  the  price  to  about  $0.50  in  1075  dollars,  and  the  elimina- 
tion of  depletion  would  probably  require  a  further  inci-ease  to  about 
?J11  to  compensate  for  higher  per-barrel  tax  payments — although  the 
latter  computation  is  difficult  to  estimate  because  of  the  varietv  of  pos- 
sible responses  of  the  petroleum  industry  to  the  removal  of  depletion. 

Thus.  $11  per  barrel  might  be  a  very  rough  estimate  of  the  supply 
price  necessary  to  achieve  one  version  of  self-sufficiency  from  more 
intensive  exploitation  of  petroleum  resources,  while  $15  or  more  miirht 
be  required  to  achieve  a  greater  degree  of  import  independence 
through  the  development  of  synthetic  fuels.  Such  high  floor=  can  be 
expected  to  have  little  appeal  to  U.S.  consumers,  and  still  less  for  buy- 
ers in  othei-  imi-)orting  countries. 

^V]\i\t  would  be  the  effects  of  a  floor  price  on  the  structure  of  the 
energy-producino'  industries  both  domestically  and  internationallv? 
Would  such  a  floor  price  facilitate  investments  by  new  companies 
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needed  to  maintain  a  healthy  and  coinpetitiA-e  domestic  indu?tn'  or 
merely  provide  greater  benefits  to  existing  major  companies^ 

In  itself,  a  liiLcli  floor  price  would  naturally  tend  to  increase  invest- 
ment in  energy  industries  throughout  the  Avorld,  relative  to  a  situa- 
tion in  which  no  such  floor  was  provided.  A  very  high  floor  guaran- 
teed by  all  the  consuming  nations  would  eventually  stimulate  enough 
exploi'ation  and  discovery  to  create  considerable  excess  producing 
capacity  even  outside  the  "export  cartel,  although  this  is  likely  to  be  a 
factor  only  in  the  very  long  run.  If  a  high  floor  price  is  gmiranteed  by 
only  one  or  a  few  impoi'ters.  the  worldwide  effect  on  exploration  and 
discovery  will  be  correspondingly  reduced. 

The  petroleum  industry  is  definitely  an  industry  of  increasing 
marginal  costs,  such  that  higher  prices  are  requii'ed  to  achieve  higher 
rates  of  production.  In  general,  the  expectation  of  a  high  future  price 
level  would  mean  more  intensive  development  of  existing  fields  and 
more  extensive  exploration,  particularly  new  and  higher  cost  areas 
such  as  offshore  and  Arctic  drilling.  Riskier  investments  vrould  be 
uiulertaken,  and  more  would  be  invested  in  attempts  to  perfect  meth- 
ods for  increasing  recovery  from  known  reservoirs. 

The  effect  of  a  high  floor  price  on  future  costs  of  energy  production 
is  hard  to  appraise.  More  money  spent  on  research,  particular! v  in 
successful  research  on  methods  to  detect  directly  the  pre^sence  of  oil 
in  uu-derground  fonnations,  might  eventually  pay  off  in  terms  of 
greatly  reduced  costs  of  exploi-ation,  just  as  successful  research  in 
field  development  might  decrease  unit  costs  of  production. 
.  It  is  not  prudent,  however,  to  depend  too  heavilv  u7-)on  the  pos- 
sibility of  such  favorable  outcomes.  The  basic  fact  is  that  higher  prices 
will  justify  higher  cost  marginal  operations,  and  thus  at  the  margin 
of  economic  viability  in  any  region,  hi.oher  r-ost  production  will  persist. 
A  high-price  floor  will  without  doubt  facilitate  new  entry  into  those 
phases  of  the  industry  requiring  relatively  moderate  initial  invest- 
ment, such  as  onshore"  drilling  in  the  more  acce^ssible  locations.  It  is 
not  to  be  expected,  however. "that  price  supports  in  themselves  will 
greatly  increase  the  relative  share  of  oil  and  gas  production  controlled 
by  the  smaller  operators. 

"Would  a  mi'iimum  price  for  oil  impoi-ts  affect  future  costs  of 
domestic  energy  production  by  inflating  the  purchase  price  of  oil 
leases? 

In  theory,  if  competitive  bidding  occurred  for  a  mineral  property 
known  with  absolute  certainty  to  contain  a  definite  volume  of  ore 
deposits,  and  if  future  prices  "and  production  costs  were  also  known 
with  certainty,  then  the  "lease  bonus-'  or  other  lump-sum  cash  pay- 
ment for  the' right  to  exploit  and  deposit,  would  amount  to  the  en- 
tir-ety  of  the  excess  of  total  revenue  over  total  costs — including  the 
costs  the  necessary  competitive  rate  of  return  on  investment — after 
discounting  for  the  time  pattern  of  future  costs  and  revenues.  Under 
such  circumstances,  any  price  increase  without  a  corresponding  cost 
increase  will  merely  increase  the  lease  bonus  and  leave  everything 
else  constant. 

The  presence  of  uncertainty,  however,  is  the  primary  fact  of  min- 
erals exploration,  wh.ich  cannot  be  overlooked.  This  uncertainty  in- 
volves both  the  existetice  and  extent  of  mineral  resources  in  a  given 
tract,  and  their  probable  cost  of  exploitation.  A  relatively  high  floor 
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price  will  shift  the  niariiin  of  new  exploration  outward  fi'om  more 
familiar  areas  to  less  familiar  areas.  This  means  an  increase  in  the 
de2:ree  of  uncertainty  associated  with  the  typical  new  venture.  Lease 
bonuses  will  be  rather  hiofhiy  discounted  for  uncertainty,  since  a  cash 
bonus  paid  in  advance  of  drilling  places  all  the  risk  of  exploration 
failui-e  on  the  bidder.  •  i      p   i 

On  the  other  hand,  rovalty  bidding,  which  shares  the  risk  ot  dry 
holes  between  operator  and  landowner,  would  not  be  affected  quite 
so  much  by  uncertaintv.  Hence  the  answer  to  this  question  appears 
to  be  that,'  while  there  is  some  tendency  for  oil  lease  prices  to  rise, 
this  effect  would  not  be  a  major  factor  since  it  tends  to  be  oljscured 
by  allowances  made  to  take  account  of  uncertainty.  It  should  also  he 
noted  that  the  elimination  of  percentage  depletion  Avill  be  an  off- 
setting factor  which  will  tend  to  reduce  lease  bonuses. 

What  are  the  principal  alternatives  to  the  oil  floor  price  proposal? 
Would  a  well-targeted  program  of  direct  and  contingent  subsides  be 
a  less  costly  way  of  developing  needed  energy'  resources  than  main- 
taining a  floor  price  for  imports? 

The  institution  of  a  price  floor  at  levels  necessary  to  provide  this 
country  with  a  substantial  degree  of  import  independence  in  the  long 
run,  would  mean  a  price  increase,  which  would  raise  the  price  of  all 
petroleum  purchased.  At  least  for  the  time  being,  I  would  prefer  to 
see  domestic  oil  and  gas  prices  freely  determined  by  supply  and 
demand. 

The  main  advantage  of  a  price  floor  is  in  investment  planning. 
If  a  floor  were  to  be  set  at  a  level  below  the  current  price  for  new  oil, 
it  would  serve  the  useful  purpose  of  providing  companies  with  a 
minimum  price  guarantee  for  investment  planning  calculations.  But 
if  world  prices  declined,  domestic  prices  would  not  be  allowed  to  fall 
under  the  proposed  price  floor  plan,  and  domestic  buyers  would  pay 
higher  prices  than  those  who  purchased  elsewhere  at  the  world  price 
level. 

The  employment  of  this  device  would  permit  consumers  to  purchase 
at  the  lower  world  price,  and  the  cost  to  the  taxpayers  would  be  direct 
subsidies  which  would  differ  among  producers  in  accordance  with  the 
gap  between  their  production  costs — including  profit  allowance  at  a 
risk-adjusted  competitive  rate — and  the  market  price.  The  total  cost 
to  consumers  plus  taxpayers  would  be  less  under  a  direct  subsidy 
arrangement  than  the  total  cost  to  consumers  under  a  price  floor  plan. 

The  obvious  drawback  to  this  type  of  direct  subsidy  plan  is  that  it 
requires  the  determination  of  unit  production  costs  for  all  producers 
whose  costs  drop  below  the  reduced  price.  The  problems  of  cost  deter- 
mination are  particularly  difficult  in  petroleum,  although  such  diffi- 
culties as  will  arise  need  not  prove  insuperable.  Similar  subsidy 
arrangements  for  producers  of  certain  metals  were  implemented  dur- 
ing the  Second  World  War. 

Another  feature  of  subsidies  is  that  total  consumption  is  generally 
greater  under  subsidies  than  under  price  supports.  Whether  this 
feature  is  an  advantage  or  a  disadvantage  in  the  context  of  the  petro- 
leum market  is  considered  in  the  answer  to  the  next  question. 

Production  of  svnthetic  liquid  fuels  is  a  special  case;  here  the 
required  piice  would  be  too  high  to  serve  as  a  floor  price,  and  some 
sort  of  subsidy  arrangement  would  be  necessary.  A  number  of  arrange- 
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ments  are  possible.  The  Governincnt  might  build  pynthetics  plants 
of  its  own,  which  it  would  lease  to  operators,  as  was  done  with  much 
wartime  industrial  capacity  expansion  during  1942-45.  The  terms  of 
the  leases  could  achieve  limitation  of  profits  to  competitive  levels  in 
a  number  of  different  ways.  For  example,  production  could  be  sold 
at  the  prevailin":  market*  price  to  buyers,  and  the  seller  would  be 
reimbursed  for  the  diflei-ence  between  this  price  and  the  sellers  com- 
])uted  unit  cost,  by  way  of  a  subsidy  payment  per  unit.  If  cost  fell 
l)elow  price,  a  negative  subsidy  would  be  levied. 

I  will  leave  the  answers  to  the  other  four  (questions  to  my  fellow 
panelists. 

Chairman  Reuss.  Thank  you,  ]Mr.  Steele. 

[The  prepared  statement  of  Mr.  Steele  follows:! 

Prepared  Statement  of  Henry  Steele 

I  wish  to  express  mv  appreciation  to  the  Coiiuuittee  for  inviting  me  to  present 
this  statement  this  morning,  and  it  is  my  hope  that  it  may  be  of  some  use  to  you 
to  your  deliberations  regarding  the  critical  issues  of  future  petroleum  supply.  I 
am"  an  academic  economist  with  major  research  interests  in  industrial  organiza- 
tion and  the  regulation  of  industry,  and  in  presenting  this  statement  I  represent 

no  one  but  myself.  .^  ^,  .  ..       ^ 

The  basic  problem  is  to  devise  a  strategy  which  will  i>ermit  this  country  to 
acliieve  a  balance  between  petroleum  supply  and  demand  at  a  price  which  reflects 
the  long  run  cost  to  our  society  of  reliance  upon  the  energy-consuming  processes 
o^^  industrial  societv.  But  what  is  this  price?  The  upper  limit  of  this  price  would 
be  the  cost  of  producing  fuels  from  strategically  secure  sources  of  supi)ly, 
where  only  domestic  U.S.  sources  are  defined  as  sufficiently  secure.  The  lower 
limit  would  l)e  long  run  marginal  production  cost  in  a  perfectly  comvftitive 
world  market  free  from  the  problems  associated  with  pul.'Iic  or  private  monopoly 
on  production  or  the  use  of  force.  In  the  period  between  the  late  1950"s  and  the 
late  lf>60"s.  world  market  prices  were  slowly  tending  toward  the  lower  limit,  and 
might  have  reached  it  except  for  that  element  of  price  which  represented  contri- 
butions to  the  rulers  of  the  exporting  regions.  Today,  under  completely  changed 
circumstances,  it  is  more  i^ertinent  to  inquire  as  to  how  we  may  avoid  having  to 
pay  prices  which  are  at — or  even  above — the  upper  limit  of  this  price. 

The  issues  involved  are  of  course  so  complicated  that  drastic  oversimplification 
is  necessary  if  the  problem  is  even  to  be  stated  concisely.  Supply  and  demand  are 
themselves"  functions  of  price,  and  so  also,  in  the  long  run.  is  the  energy-intensity 
of  the  economv.  Both  the  upper  and  the  lower  price  limits  may  c-hange  over  time. 
Prices  paid  mav  not  reflect  the  total  cost  of  petroleum  production  and  consump- 
tion to  the  ecoiiomy  and  the  environment.  Prices  which  do  not  permit  environ- 
mental conservation  may  be  too  low,  while  the  prices  necessary  to  acliieve 
environmental  enhancement  may  be  too  high.  Prices  paid  for  strategically  inse- 
cure oil  may  be  in  some  sense  too  low  during  normal  times,  but  much  too  high 
during  periods  of  emergency.  And.  correspondingly,  prices  paid  for  secure  oil 
supplies  may  seem  too  high  (to  consumers)  during  normal  times,  but  too  low 
(to  producers)  during  intervals  of  supply  crisis. 

The  foregoing  remarks  are  intended  merely  to  suggest  that  one's  assessment  of 
the  op<^imum  price  for  oil  depends  upon  several  things — not  only  upon  production 
costs  for  petroleum  but  also  for  other  sources  of  "synthetic"  liquid  and  gaseous 
fuels;  not  onlv  upon  production  costs  in  physical  terms,  but  upon  costs  of 
resource  ac(iuisition  where  these  may  include  bonuses,  royalties,  tribute,  and 
other  forms  of  economic  rent:  and  ui)on  the  extent  to  which  one  judges  that 
prices  should  cover  the  costs  of  environmental  ]>rotection. 

It  is  my  understanding  that  during  this  hearing  the  International  Economics 
Subcommittee  wishes  to  investigate  the  current  proposal  that  the  major  oil  con- 
suming countries  agree  to  establish  a  common  floor  price,  to  protect  new  energy 
sources  from  liecoming  uneconomical  if  world  oetroleum  i)rices  were  to  decline 
sharply.  Accordingly.  T  shall  attempt  to  provide  luief  answers  to  the  eight  ques- 
tions listed  in  the  April  28  press  release  which  announced  this  Hearing. 

(1)  Is  the  price  floor  the  most  efficient  way  to  encourage  domestic  production 
needed  to  attain  the  desired  level  of  energy  self-sufficiency  V  If  so,  at  what  level 
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should  the  floor  price  to  set  to  protect  energy  investments  in  conventional  and 
synthetic  fuels  against  a  future  international  price  decline? 

I  do  not  believe  a  floor  price  would  be  the  most  efficient  device  for  acliieving 
such  a  purpose.  There  are  several  objections  to  such  a  plan.  (1)  The  provision  of 
an  explicit  price  floor  bolsters  the  monopoly  power  of  the  exporter  cartel,  by 
reducing  the  motivation  of  exporters  to  even  consider  offering  price  concessions. 
As  I  stated  in  my  api'ea  ranee  before  this  Subcommittee  last  year,  the  most  im- 
portant task  of  the  importing  countries  is  to  form  an  importer  cartel  for  the 
purpose  of  forcing  down  buying  prices — and  not  to  create  obstacles  to  such 
declines.  (2)  The  proposed  scheme  is  probably  not  feasible.  The  different  import- 
ing countries  can  scarcely  be  expected  to  agree  upon  a  common  price  floor 
(unless  the  price  floor  is  so  low  as  to  be  meaningless)  since  their  interest  in  high 
ducers  as  well  as  consumers  of  energy  resources.  It  would  be  logical  for  the 
United  States  and  the  countries  sharing  in  North  Sea  oil  production  to  favor 
a  relatively  high  floor  price,  while  importers  like  Japan,  with  no  prosjiects  for 
indigenous' fuels  industries,  would  logically  prefer  no  floor  at  all.  (3)  Alternative 
devices,  such  as  direct  subsidies  to  higher  cost  producers,  appear  to  be  more 
efiicient^a  point  which  is  discussed  in  the  answer  to  question  4. 

But  if  we  assume  that  floor  prices  are  instituted,  in  spite  of  the  above  ol^jec- 
tions,  at  what  level  should  they  be  set?  The  level  of  the  price  floor  depends 
primarily  upon  the  degre  of  domestic  self-sufficiency  which  is  sought.  If  complete 
elimination  of  imports  is  sought,  such  a  floor  price  would  have  to  be  unrealistic- 
ally  high,  unles  the  goal  is  to  be  achieved  only  at  the  end  of  a  very  long  period 
of  time.  Even  a  lesser  degree  of  self-sufEciency  v\-ould  obvlou.^ly  require  the  pro- 
duction of  liquid  and  gaseous  fuels  from  other  sources  than  crude  petroleum, 
and  the  prices  required  to  obtain  substantial  supplies  of  synthetic  fuels  are  a 
matter  of  conjecture,  but  they  would  appear  to  be  quite  high.  My  ov.n  studies 
on  the  economics  of  synthetic  fuels  are  now  out  of  date,  but  my  assessment  of 
the  more  recent  work  of  others  suggests  that  costs  of  coal  liquefaction  are  dis- 
appointingly high,  at  perhaps  $12-15  per  barrel  for  first-generation  commercial 
scale  plants.  Although  costs  per  barrel  should  decline  over  time  as  production 
experience  accumulates,  it  is  rather  doubtful  that  such  cost  declines  would 
greatly  outpace  expected  rates  of  inflation,  particularly  as  they  affect  the  co.st 
of  facilities  in  capital-intensive  industries. 

Hence  it  is  possible  that  a  price  floor  of  over  $15  per  barrel  might  be  neces.<<ary 
to  provide  the  desired  degree  of  reliance  upon  domestic  production — and  even  so, 
Hie  supply  additions  would  be  forthcoming  only  over  a  period  of  many  years. 
As  for  the  price  floor  needed  to  induce  substantial  additional  output  from  conven- 
tional petroleum  reservoirs,  this  is  also  a  matter  of  considerable  uncertainty. 
In  1973,  I  made  studies  of  the  long  run  supply  schedules  for  oil  and  gas  for  the 
period  through  the  year  2000,  for  a  variety  of  cases.  The  most  optimistic  case  did 
not  assume  complete  self-sufficiency,  but  merely  that  the  U.S.  would  be  capable 
of  producing  enough  oil  to  keep  reliance  upon  Eastern  Hemisphere  imports  down 
to  10  per  cent  of  total  consumption,  and  that  the  ratio  of  reserves  to  production 
would-be  no  lower  than  .8  to  one  by  2000.  The  necessary  price  required  to  achieve 
this  goal  was  about  $7.50  in  1972  dollars.  Inflation  since  1972  would  increase  the 
price  to  about  $9.50  in  1975  dollars,  and  the  elimination  of  depletion  would  prob- 
ably require  a  further  increase  to  about  $11.00  to  compensate  for  higher  per- 
barrel  tax  payments — although  the  latter  computation  is  difficult  to  estimate 
Ijecause  of  the  variety  of  possible  responses  of  the  petroleum  industry  to  the 
removal  of  depletion.  Thus,  $11.00  per  barrel  might  be  a  very  rough  estimate  of 
the  supply  price  necessary  to  achieve  one  version  of  self-sufficiency  from  more 
intensive  exploitation  of  petroleum  resources,  while  $15  or  more  might  be  recpiired 
to  achieve  a  greater  degree  of  import  indepedence  through  the  development  of 
synthetic  fuels.  Such  high  floors  can  be  expected  to  have  little  appeal  to  U.S. 
consumers,  and  still  less  for  l)uyers  in  other  importing  countries. 

(2)  What  Vv-ould  be  the  effects  of  a  floor  price  on  the  structure  of  the  energy- 
producing  industries  both  domestically  and  internationally?  "Would  such  a  floor 
facilitate  investments  by  new  companies  needed  to  maintain  a  healthy  and 
competitive  domestic  industry  or  merely  provide  greater  benefits  to  existing 
major  companies? 

In  itself,  a  high  floor  price  would  naturally  tend  to  increa.se  investment  in 
energy  industries  throughout  the  world,  relative  to  a  situation  in  which  no  such 
floor  was  provided.  A  very  high  floor  guaranteed  by  all  the  consuming  nations 
would  eventually  stimulate  enough  exploration  and  discovery  to  create  con- 
siderable excess  producing  capacity  even  outside  the  export  cartel,  although 
this  is  likely  to  be  a  factor  only  in  the  very  long  run.  If  a  high  floor  price  is 
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sruaranteed  by  only  one  or  a  few  importers,  the  worldwide  effect  on  exploration 
and  discovery  will  be  correspondin.sjly  reduced.  The  petroleinn  industry  is  defi- 
nitely an  industry  of  increasing  marginal  costs,  such  that  liigher  prices  are 
reqiiired  to  achieve  higher  rates  of  production.  In  general,  the  expectation  of 
a  high  future  price  level  would  mean  more  intensive  development  of  existing 
fields  and  more  extensive  exploration,  particidarly  new  and  higher  cost  areas 
such  as  offshore  and  Arctic  drilling.  Riskier  investments  would  be  undertaken, 
and  more  would  be  invested  in  attempts  to  perfect  methods  for  increasing  recovery 
from  known  reservoirs. 

The  effect  of  a  high  floor  price  on  future  costs  of  energy  production  is  hard 
to  appraise.  More  money  spent  on  research,  particularly  in  successful  research 
on  methods  to  detect  directly  the  presence  of  oil  in  underground  formations,  might 
eventually  pay  off  in  terms  of  greatly  reduced  costs  of  exploration,  just  as  success- 
ful research  in  field  development  might  decrease  unit  costs  of  production.  It 
is  not  prudent,  however,  to  depend  too  heavily  upon  the  possiltility  of  such 
favorable  outcomes.  The  basic  fact  is  that  higher  prices  will  justify  higher 
cost  marginal  operations,  and  thus  at  the  margin  of  economic  viability  in  any 
region,  higher  cost  production  will  persist.  A  high  price  floor  will  without  doubt 
facilitate  new  entry  into  those  pha.ses  of  the  industry  requiring  relatively 
moderate  initial  investment,  such  as  onshore  drilling  in  the  more  accessible 
locations.  It  is  not  to  be  expected,  however,  that  price  .supports  in  themselves 
will  greatly  increase  the  relative  share  of  oil  and  gas  production  controlled  by 
the  smaller  operators. 

(3)  Would  a  minimum  price  for  oil  imports  affect  future  costs  of  domestic 
energy   production  by   inflating  the  purchase  price  of  oil  leases? 

In  "theory,  if  competitive  bidding  occurred  for  a  mineral  property  knovrn 
with  absolute  certainty  to  contain  a  definite  volume  of  ore  deposits,  and  if  future 
prices  and  production  costs  were  al.so  known  with  certainty,  then  the  "lease 
bonus"  or  other  lump-sum  cash  payment  for  the  right  to  exploit  tlie  deposit, 
would  amount  to  the  entirety  of  the  excess  of  total  revenue  over  total  costs 
(■including  in  costs  the  necessary  competitive  rate  of  return  on  investment) 
after  discounting  for  the  time  pattern  of  future  costs  and  revenues.  Under 
fiuch  circumstances,  any  price  increase  without  a  corresponding  cost  increase 
will  merely  increase  the  lease  bonus  and  leave  evei-ything  else  constant.  The 
presence  of  uncertainty,  however,  is  the  primary  fact  of  minerals  exploration, 
and  cannot  be  overlooked.  This  uncertainty  involves  both  the  existence  and 
extent  of  mineral  resources  in  a  given  tract,  and  their  probable  cost  of  exploita- 
tion. A  relatively  high  floor  price  will  shift  the  margin  of  new  exploration 
outward  from  more  familiar  areas  to  less  familiar  areas.  This  means  an 
increase  in  the  degree  of  uncertainty  associated  vdth  the  typical  new  venture. 
Lease  bonuses  will  be  rather  highly  discounted  for  uncertainty,  since  a  cash 
bonus  paid"  in  advance  of  drilling  places  all  the  risk  of  exploratory  failure  on 
thp  liidcler.  On  the  other  hand,  royalty  bidding,  which  share.s  the  risk  of  dry 
holes  between  operator  and  land  owner,  would  not  be  affected  quite  so  much 
by  uncertaint.v.  Hence  the  answer  to  this  question  appears  to  be  that,  while 
there  is  some  tendency  for  oil  lease  prices  to  rise,  this  effect  would  not  be  a 
major  factor  since  it  tends  to  be  ob.scured  by  allowances  made  to  take  account 
of  uncertainty.  It  shoidd  also  be  noted  that  the  elimination  of  percentage 
depletion  will  lie  an  offsetting  factor  which  will  tend  to  reduce  lease  bonuses. 

(4)  What  are  the  principal  alternatives  to  the  oil  floor  price  pvoposal?  Would 
a  well-targeted  program  of  direct  and  contingent  subsidies  V-e  a  le.ss  costly  way 
of  developing  needed  energy  resources  than  maintaining  a  floor  price  for  imports? 

The  institution  of  a  price  floor  at  levels  necessary  to  provide  this  country  with 
a  substantial  degree  of  import  independence  in  the  long  run,  would  mean  a  ))rice 
increase,  which  would  raise  the  price  of  all  jietroleum  ])urchased.  At  lea.st  for 
tlie  time  beijig,  I  would  prefer  to  see  domestic  oil  and  gas  prices  freely  determined 
l)y  suoply  and  demand.  Tht'  main  advantage  nf  a  jn'ice  floor  is  in  investment 
planning.  If  a  floor  were  to  be  set  at  a  levol  below  the  current  price  for  nev.'  oil, 
it  would  sfrve  the  useful  purpose  of  providing  companies  v.-itli  a  minimum  price 
guarantee  for  investment  planning  calculations.  But  if  world  T)rices  declined, 
domestic  i)rices  would  not  be  allowed  to  fall  under  the  pi-opo.sed  price  floor  plan, 
and  domestic  buyers  would  nay  higher  prices  than  those  who  jmrchased  else- 
wliere  at  the  world  price  level.  Protection  against  price  declines  might,  however, 
take  the  form  of  direct  sultsidies  to  producers  whose  costs  exceeded  the  reduced 
world  price.  The  employment  of  this  device  would  permit  consumers  to  purchase 
at  the  lower  world  price,  and  the  cost  to  taxpayers  would  be  direct  subsidies 
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which  would  differ  among  producers  in  accordance  with  tlie  gap  l)etween  their 
production  costs  (including  profit  allowance  at  a  ri.sk-adjusted  competitive  rate) 
and  the  market  price.  The  total  cost  to  consinners  plus  taxpayers  would  be  less 
under  a  direct  subsidy  arrangement  than  the  total  cost  to  consumers  under  a 
price  floor  plan.  The  obvious  drawback  to  this  type  of  direct  sub.sidy  plan  is  that 
it  requires  the  determination  of  unit  production  costs  for  all  producers  wliose 
costs  drop  below  the  reduced  price.  The  problems  of  cost  determination  are  par- 
ticularly difficult  in  petroleum,  although  such  difficulties  as  will  arise  need  nnt 
prove  insuperable.  Similar  subsidy  arrangements  for  producers  of  certain  metals 
were  implemented  during  the  second  world  war.  Another  feature  of  subsidies  is 
that  total  consumption  is  generally  greater  under  subsidies  than  under  price 
supports.  Whether  this  feature  is  an  advantage  or  a  disadvantage  in  the  context 
of  the  petroleum  market  is  considered  in  the  answer  to  the  next  question. 

Production  of  synthetic  liquid  fuels  is  a  si)ecial  case :  here  the  required  price 
would  be  too  high  to  serve  as  a  floor  price,  and  some  sort  of  subsidy  arrangement 
would  be  necessary.  A  number  of  arrangements  are  possible.  The  government 
might  build  synthetics  plants  of  its  own,  which  it  would  lease  to  operators,  as 
was  done  with  much  wartime  industrial  cai>acity  expansion  during  1942-194.X 
The  terms  of  the  leases  could  achieve  limitation  of  profits  to  competitive  levels 
in  a  number  of  different  ways.  For  example,  in-oduction  could  be  .sold  at  the 
prevailing  market  price  to  buyers,  and  the  seller  would  be  reimbursed  for  the 
difference  between  this  price  and  the  seller's  computed  unit  cost,  by  way  of  a 
subsidy  payment  per  unit.  (If  cost  fell  below  price,  a  negative  subsidy  would  be 
levied.) 

(."))  Should  a  floor  price  be  u.sed  to  prevent  increased  energy  consumption  if 
world  oil  prices  dropped  significantly?  Would  taxes  on  energy  consumi'tion  ann 
on  inefficient  energy  use  be  a  more  desirable  way  to  promote  energy  conservation? 

The  desirability  of  limitiug  consumption  growth  in  the  event  of  a  price  decline 
depends  of  course  on  the  reason  for  the  price  decline.  The  appropriate  response 
to  a  price  cut  dictated  by  cartel  strategy  would  differ  from  that  reaction  wlrlch 
sliould  follow  a  price  collapse  resulting  from  the  demise  of  the  cartel.  As  long 
as  the  cartel  is  a  threat,  reasonable  steps  should  be  taken  to  limit  imports,  which 
means  not  only  increasing  domestic  supply,  but  moderating  domestic  demand. 
Clearly,  higher  domestic  prices  accom]>lish  lioth  goals — althou.gh  admittedly 
rather  slowly.  But  while  rapid  increases  in  ])roduction  ar^  desirable  but  (for 
logistics  reasons)  impossible,  rapid  reductions  in  consumption  are  possilile  but 
unde.sii-able.  At  the  present  time,  a  rapid  decrease  in  consumption  would  be  liighly 
detrimental  to  our  less  than  resilient  economy,  intensifying  its  current  symptoms 
of  both  depressed  production  and  price  inflation.  Wasteful  consumntion  of  energy 
should  of  course  be  curtailed ;  increased  prices  will  provide  an  incentive.  Con- 
certed efforts  to  i-educe  consumption  l>y  differentially  penalizing  energy -intensive 
o'vrations  should  be  carried  out  more  gradually  over  a  longer  time  horizon.  One 
of  the  advantages  of  direct  subsidies  over  price  floors  is  that  the  former  can  be 
employed  in  such  a  way  as  to  facilitate  the  transition  period  between  higli  and 
lower  consun.iption  more  readily  than  can  the  latter. 

The  question  as  to  whether  specific  taxes  would  promote  energy  conservation 
more  efficiently  than  higher  fuel  prices  is  too  difficult  to  an.swer  v.-ithout 
extended  study  of  actual  market  situations.  It  would  not  be  easy  to  identify 
the  optimal  set  of  taxes,  and  choice  of  a  suboptimal  set  might  easily  result  in 
a  situation  much  infei-ior  to  a  simple  increa.se  in  fuel  prices.  (It  should  also  be 
kept  in  mind  that  regulations  designed  to  promote  one  goal,  such  as  air  pollu- 
tion control,  may  not  be  consistent  with  those  designed  to  promote  apparently 
related  coal^.  such  as  fuel  use  reduction.) 

(6)  Does  a  minimum  price  agreement  effectively  provide  a  price  guarantee 
for  oil  exporting  countries  as'  well  as  domestic  producers?  Would  siich  an 
agreement  also  provide  the  appearance  of  confrontation  needed  to  perpetuate 
cartel  xuiity  and  pro-rationing  of  cartel  oil  production? 

The  answer  to  the  first  question  is  yes.  By  and  lar^e,  a  floor  price  wou'd 
give  sellers  no  incentive  to  reduce  price  below  that  floor — this  is  one  of  the 
nuijor  drawbacks  of  the  entii-e  .scheme.  As  to  the  second  question.  I  do  not  know 
if  such  an  agreement  would  provide  the  appearance  of  confrontation  :  it  looks 
more  to  me  like  accommodation.  But  I  hope  it  would  be  perceived  as  con- 
frontation, which  is  long  overdue.  It  is  a  mistaken  idea  that  a  monopoly  of 
suui>ly  can  be  off.set  by  a  monopoly  of  self-restraint  on  the  part  of  importers. 
Putting  pressure  on  the  cartel  is  salutary ;  it  is  more  likely  to  increase  existing 
strains  than  to  "perpetuate"  unity. 
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(7)  Is  a  common  floor  price  in  the  interest  of  the  other  major  consnniir.s 
countries  and  can  these  countries  afford  to  stick  with  a  price  agreement  if 
competitors  begin  to  use  cheaper  (jilV  What  would  be  the  U.S.  response  if  our 
competitors  chose  cheaper  oil? 

As  indicated  in  the  answer  to  the  first  question,  it  is  not  in  the  economic 
interest  of  countries  with  differing  prospects  for  energy  self-sufficiency  to  adopt 
the  same  floor  price.  Those  countries  who.«e  economies  are  most  dependent  noon 
low  cost  energy  imports  would  be  least  able  to  abide  by  agreements  once  other 
parties  to  the  agreement  abandoned  their  commitments.  The  U.S.,  as  the  least 
import-dependent  of  the  consuming  countries  which  might  be  parties  to  an 
agreement,  could  best  afford  to  adhere  to  the  agreement  even  if  other  members 
were  defecting.  While  there  would  be  definite  foreign  trade  disadvantages  of 
adhering,   it   would   still  promote  import  independence. 

(8)  Is  the  proposed  minimum  price  the  first  part  of  a  move  to  reach  a  com- 
modity agreement  on  oil  between  the  consumers  and  the  cartel? 

If  the  proposed  minimum  price  is  the  first  part  of  a  move  to  reach  a  com- 
modity agreement,  tlie  agreement  reached  may  be  a  disadvantageous  one, 
depending  upon  the  height  of  the  adopted  floor  price.  The  floor  price  .scheme  is 
better  conceived  of  as  a  defensive  alliance  among  importers :  there  is  no  reason 
to  believe  that  the  exporters  would  feel  themselves  bound  by  the  terms  of  any 
commodity  agi'eement. 

Chairman  Reuss.  Gentlemen,  you  liave  all  been  critical  of  tlie  floor 
price  proposal.  Apart  from  certain  members  of  the  administration, 
who  have  been  quite  enthusiastic  about  the  proposal,  can  you  tell  me 
of  anyone,  either  in  industry  or  in  the  academic  world,  who  supports 
the  floor  price  proposal? 

]Mr.  Ltchtblau.  You_  mean  outside  of  Mr.  Kissinger? 

Chairman  Rnuss.  And  Mr.  Endcrs.  I  think  there  are  at  least  two. 
Is  there  anybody  else  ? 

]Mr.  Lichtblatj.  That  is  all  I  came  up  v\-ith. 

Chairman  Reuss.  Is  there  any  other  ? 

^iv.  KixG.  >To. 

Chairman  RErss.  Your  testimony,  jSIr.  King,  was  particularly  in- 
structive because  you  represent  one  of  the  most  dynamic  petroleum 
companies  in  tlie  world.  You  do  not  like  it  and  you  gave  your  rensons 
very  forthrightly.  Is  there  any  of  your  competition  who  is  in  favor 
of  this  kind  of  proposal  ? 

]Mr.  KixG.  We  have  found  very  little  enthusiasm,  and  I  cannot 
mention  any  single,  specific  company  who  does  support  it  in  the  in- 
dustry. The  petroleum  industry  historically  has  been  willing  to  take 
a  risk  as  long  as  the  economic  environment  in  -which  they  are  operating 
provides  an  opportunity  that  the  successful  production  plays  will  off- 
set the  costs  of  the  unsuccessful  ones.  Our  ]n-oblem  is  that  any  time 
vou  superimpose  on  that  situation  a  conti'ol  mechanism,  what  you 
tend  to  do  is  prevent  us  from  taking  advantage  of  the  successful  ones 
and  leave  us  with  the  liability  of  the  unsuccessful  ones.  And  so  our 
evaluation  of  and  our  ability  to  accept  risks  is  greatly  reduced  and  we 
have  cot  to  be  much  more  careful.  This  means  that  the  effort  involved 
in  producing  the  energy  and  the  jobs  involved  in  putting  people  to 
work  to  do  so,  all  diminish,  and.  of  course,  this  is  exactly  the  opposite 
direction  to  that  in  which  wo  need  to  go. 

Chairman  Reuss.  Mr.  Steele,  I  tliink.  vou  recalled  the  system  to 
develop  resources  that  was  used  in  World  War  II.  not  with  petroleum 
but  with  various  minerals. 

Mr.  Ktxo.  Synthetic  rubber. 

Chairman  Reuss.  Right.  A  bulk  line  system  approach  wherethe 
Government,  recognizing  what  is  needed,  pays  a  subsidy  to  a  high- 
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cost  producer.  Subsidies  paid  vary,  depending  on  the  costs.  Actually, 
that  program  was  mostly  successful,  was  it  not  'i 

Mr.  Steele.  I  believe  so.  Surprisingly  so. 

Chairman  Eeuss.  In  helping  to  wni  the  war  and  supplying  the  pro- 
duction that  was  needed  and  at  a  relatively  low  cost  to  the  taxpayers. 
Is  that  not  a  correct  recollection  t 

Mr.  Steele.  Yes ;  I  would  believe  so. 

Chairman  Reuss.  Mr.  King,  you  have  a  good  memory. 

Mr.  KixG.  Yes.  In  regard  to  those  fields  of  activity  wliore  the  re- 
source base  was  known,  you  knew  where  the  metal  was  or  the  coal  was 
or  the  synthetic  rubber  plants  were,  they  took  a  significant  risk  on  the 
technology  and  did  an  outstanding  job.  Similarly,  in  the  synthetic 
fuels,  this  kind  of  an  approach  could  be  used.  I  have  a  very  haixl  time 
rationalizing  that  kind  of  an  appi-oach  with  oil  exploration,  thougli, 
because  liere  you  are  in  the  unknown.  For  instance,  on  the  MAFLA 
sale,  the  industry  put  some  $80  million  down  the  drain  and  so  far  has 
come  up  with  nothing.  It  is  a  completely  diU'erent  situation,  because 
you  never  know  whether  there  is  oil  and  gas  in  the  ground  until  the 
drill  bit  goes  down  to  the  bottom  of  the  structure.  It  is  going  to  be 
extremely  difficult,  in  my  mind,  for  the  Government  to  encourage  oil 
production  by  using  the  kind  of  a  program  that  they  used  during  the 
war  to  sponsor  the  uranium  enrichment  plants  and  the  synthetic 
rubber  plants  and  this  type  of  thing. 

Cliairman  Eettss.  But,  as  you  earlier  indicated  in  your  testimonv,  a 
floor  on  import  prices  does  not  provide  a  rational  incentive  either? 

^Iv.  Kixo.  No. 

Chairman  Eeuss.  So  v\-e  must  look  elsewhere,  and  you  have  given 
us  some  suggestions. 

I  have  just  one  question  of  ^,h\  Branson  in  this  first  go-round.  T'i'nder 
your  listing  of  the  three  things  to  avoid .  your  first  was  that  we  should 
not  raise  taxes  to  cut  energy  consumption.  Are  you  opposed  to  what 
tlie  Ways  and  ISIeans  Connnittee  is  now  working  on ;  namely,  a  pro- 
gressivelv  higher  tax  on  gasoline  to  decrease  the  nonessential  use  of 
gasoline? 

^h:  Braxsox.  I  think  so.  I  have  not  done  any  detailed  calculations 
about  this,  but  it  seems  to  me  that  if  one  thought  that  4  years  ago  that 
gasoline  consumption  was  es'cessive  socially,  and  at  that  time  was  for 
a  tax  to  reduce  gasoline  consumption,  that  the  increase  in  price  that 
we  have  seen  recently  should  at  least  vreaken  the  argument  for  a 
further  increase  in  that  tax  rather  than  strengthening  it. 

But  the  major  point  I  wanted  to  m.ake  here  was  that  I  think  that 
tlie  question  of  environmental  or  conservation  considerations  should 
be  separable  from  the  question  of  a  suitable  response  to  the  change  in 
the  market  structure  in  the  oil  industry,  and  that  one  should  go  at 
that  by  asking  more  direct  questions  about  alternatives  like  horse - 
])ower  taxes  and  car-weight  taxes,  if  one  is  ti-ving  to  go  after  auto- 
mobile consumption  of  petroleum  products.  But,  my  impression  is 
that  the  concern  about  a  proper  response  to  the  increase  in  price  by 
the  cartel  has  merged  in  a  confusing  way  with  environmental  and  con- 
servation concerns  in  general,  and  produced  an  mternally  contra- 
dictory coalition  for  raising  gas  taxes. 

Chairman  Eeuss.  But,  from  what  you  said  a  moment  ago,  you 
would  favor  a  tax  on  high-horsepower  or  gas-guzzling  automobiles, 
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does  that  not  serve  a  joint  pnrposc  of  cntting  down  on  air  pollution, 
and  preventing  our  mortgaging  ourselves  too  much  to  the  OPEC 
countries.  What  is  wrong  with  having  two  reasons  for  one  action? 

Mr.  Beaxson.  I  just  want  to  make  sure  ^yq  understand  thore  are 
two  separate  issues.  The  tax  on  automobile  consumption  of  gasoline 
would  tend  to  reduce  demand  for  gasoline  and  reduce  the  price  rather 
than  increase  it,  which  a  tax  on  gas  itself  would  do.  So  it  seem.s  to 
me  you  would  not  want  to  go  at  the  problem  by  taxing  gasoline. 
But,  I  am  not  sure,  since  I  liaA'e  not  done  any  detailed  calculations 
about  this,  that  even  taxing  consmnption  of  gasoline  is  necessary.  It 
is  not  obvious  to  me  that  our  automotive  consumption  of  petroleum 
products  is  socially  excessive.  It  is  not  clear  to  me  that  the  foundation 
in  analysis  is  for  that,  rather  than  an  emotional  view  that  cars  are 
just  a  bad  thing. 

Chairman  Reuss.  We  will  leave  aside  any  environmental  or  social 
questions.  There  is  just  one  point  which  I  think  has  some  validity, 
and  on  which  I  concur  with  the  administration :  If  vre  endlessly  let 
reserves  pile  up  in  the  hands  of  the  OPEC  countries,  and  endlessly 
accumulate  foreign-owned  debt,  we  get  into  a  position  where  econom- 
ically, carrying  the  interest  charge  on  that  every  year,  will  diminish 
our  real  income  and  politically  we  will  be  more  easily  blackmailed. 
So,  I  think  there  is  some  point  in  having  a  limit  on  the  size  of  the 
mortgage  that  OPEC  owns  on  the  United  States.  If  that  is  so,  why 
not  use  the  excess  tax  mechanism  to  discourage  frivolous  driving? 

ISIr.  Bransox.  As  I  tried  to  say  in  my  statement,  it  seems  to  me 
a  better  way  to  go  about  that  is  inci-easing  domestic  production 
rather  than  reducing  domestic  consumption,  if  what  we  are  concerned 
about  is  the  import  difference.  I  think  that  is  a  way  which  is  less 
painful  to  U.S.  consumers. 

Chairman  Reuss.  No  doubt  about  that.  But  are  you  not  merely 
inviting  moi-e  frivolous  use  of  gasoline  and  a  larger  mortgage  because 
people  will  just  buy  and  use  more  gasoline  if  you  are  going  to  increase 
domestic  production? 

]\rr.  Bransox.  Not  if  the  price  does  not  come  down.  I  am  suggest- 
ing that  increasing  domestic  production  would  sul)stitute  for  imports 
and  serve  the  purpose  of  reducing  the  import  bill.  The  other  side 
of  tliis,  I  think,  is  that  most  of  the  calculations  by  the  people  at  the 
World  Bank,  for  instance,  say  that  debt  to  the  OPEC  countries  that 
is  piling  up  is  not  going  to  pile  up  endlessly,  that  they  will  get  to 
bain  need  curi-ent  accounts  at  a  point  that  is  somewhat  distant,  but 
still  foreseeable.  So,  I  would  think  that  the  concern  about  debt  to 
OPEC  countries  piling  up  endlessly  is  not  a  relevant  one,  regardless 
of  what  we  do  about  a  tax  on  peti'ol  consumption  or  ])etroleum  prod- 
ucts generally.  I  think  one  could  think  about  that  separately  from 
concern  about  the  financial  implications  of  the  size  of  that  deficit 
piling  up.  And  I  would  much  rather  go  at  it  on  the  production  side. 

To  answer  your  question  about  whether  that  would  not  encourage 
consumption,  if  production  is  expanded  against  some  given  world 
market  pr-ice.  then  it  is  not  going  to  lower  the  internal  price,  rather 
it  is  going  to  substitute  domestic  output  for  imports. 

Chairman  Reuss.  lint,  it  sure  is  going  to  make  it  harder  to  induce 
Amei'icans  to  drive  at  55  miles  an  hour  when  you  let  the  cat  out  of 
the  bag  thnt  we  have  oil  flowing  out  of  our  ears.  An  interesting  ques- 
tion. We  could  pursue  it  for  a  long  time,  but  my  time  is  up. 
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roiiirrcssmnn  ]Moor]icad. 

Eepresontfitive  ]Mooriiead.  Tliaiik  yon.  'Slv.  Cluiinnan. 
First,  I  cannot  tell  you  how  doliirlited  I  am  to  see  four  sucli  dis- 
tingfuished  people  with  dili'erent  back^rrounds  unanimously  opposing 
the  floor  price.  It  just  seems  to  me  to  be  total  madness,  aiid  I  do  not 
understand  why  a  man  of  as  obvious  intelliaence  as  Secretary  Kis- 
singer sliould  become  wedded  to  this  plan.  I  hope  your  testimony  Avill 
cause  a  rethinking  of  this  idea. 

Mr.  King,  in  your  prepared  statement  you  said  you  detected  some 
softenino;  of  prices,  but  you  do  not  see  any  predatory  pricing  practices 
bv  tiie  OPEC  coimtries.  Are  you  saying  that  if  we  just  let  the  law 
of  supply  and  demand  work  that  we  will  see  a  reduction  in  oil  prices  ? 
]\Ir.  King.  I  would  like  to  ask  Mr.  Blackledge  reply  to  this  question. 
He  is  intimately  knowledgeable  in  the  international  oil  scene  and  can 
give  a  more  expert  answer  than  I  on  this. 

^Ir.  BLACKLEnGE.  Thank  you,  iSIr.  Chairman. 

AVitliin  the  last  3  months  we  have  seen  evidence  in  a  half  a  dozen 
of  tjie  OPEC  countries  tliat  some  special  arrangements  can  be  made. 
"We  have  been  oifered  oil  at  better  credit  terms  or  sliglitly  lower  prices 
or  some  kind  of  a  connnoditv  trade  that  would  allow  the  price  of  oil  to 
come  down.  Xot  a  creat  deal,  but  I  would  say  since  the  first  of  January 
til  at  througliout  the  OPEC  nations  there  has  been  an  effective  drop 
of  about  2  percent  in  lowering  of  oil  prices.  Now,  2  percent  is  not  very 
much,  but  that  is  only  over  about  90  days  in  which  this  has  happeiied. 
Some  of  the  countries  are  actually  starting  to  run  short  of  money.  They 
have  spent  mo^iey  so  fast  on  expectation  of  increased  volumes  that  now 
that  there  has  been  a  reduction  in  the  total  consumption  of  oil  they  are 
lookipg  around  to  see  Avhat  they  can  do.  I  do  not  see  a  m.aior  b^reak  in 
the  oil  prices,  but  I  think  tliis  erosion  will  continue,  and  if  tlie  erosion 
continues  long  enoush,  it  will  some  day  lead  to  a  break. 

Representative  Moorhead.  Do  you  see  this  softenino^  in  what  I  would 
call  the  high  consumption  countries  like  Indonesia,  Nigeria,  Iran 
rather  than  in,  let's  say.  the  Persian  Gulf  sheikdoms  where  they  have 
more  difficulties  spendinf?  the  money  ? 

^Ir.  Blackledge.  Well,  yes.  Tlie  countries,  Iran  and  Kuwait,  have 
probably  been  the  leading  ones  holdino-  firm  on  Drices.  In  Nigeria, 
there  has  been  weakening  and  in  Indocliina  there  is  some  evidonce  of 
weakening.  Some  of  the  smaller  sheikdoms  in  the  Arabian  Gulf  tend 
to  be  speriding  the  money  more  rapidly  than  it  is  coming  in.  They  are 
looking  for  other  opportunities  and  things  that  can  be  done.  I  would 
say  that  the  softening  process  has  just  started.  I  would  think  that  it 
would  increase  over  the  coming  months,  and  it  may  someday  lead  to 
the  price  break  that  we  have  talked  about  this  morning. 
Representative  Moortiead.  Thank  you,  Mv.  Blackledge. 
Air.  King,  in  your  prepared  statement,  you  say  in  most  cases  this 
technology  has  not  been  proven  on  a  commercial  basis.  Right  across 
tlie  street  from  you.  your  friends  from  Koppers  say  that  they  have 
a  coal  gasifiration  technology  which  has  been  proven  conunercially 
viable,  and  I  think  tliey  said  tliev  have  some  14  coal  gasification  plants 
in  various  parts  of  the  world,  although  none  in  the  United  States. 

Mr.  KixG.  If  my  recollection  is  right,  these  coal  gasification  plants 
produce  a  lower  Btu  gas  and  this  has  been  long  established.  T»^  Phila- 
delphia, for  example,  some  of  the  city  plants  used  to  be  low  Btu  gas. 
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and  in  Great  Britain  for  yoars  they  used  low  Btii  gas.  This  is  maybe 
350  to  500  Btirs  per  cubic  foot  instead  of  the  1,000  that  natural  jjas  has. 

The  problem  here  is  that,  because  of  the  inerts  in  the  ^as,  in  most 
cases  you  liave  to  use  a  different  burner.  You  cannot  mix  it  with  the 
natural  tras  l)ecause  tlien  you  dilute  the  energy  content.  In  many  cases, 
the  low  Btu  gas  has  some  carbon  monoxide  which,  of  coui'se,  is  quite 
poisonous  and  if  there  are  leaks  you  have  to  rectify  the  leak  almost 
inunediately.  So,  it  is  not  a  viable  solution  to  our  gas  situation. 

To  go  from  the  low  Btu  gas  to  high  Btu  gas  requires  a  process  called 
metlianization,  and  this,  on  one  scale  of  application  has  long  been 
used  in  the  chemical  industry  in  making  fertilizer.  To  use  it  on  the 
scale  that  is  required  to  go  to  high  Btu  gas  requires  a  much  more 
intensive  engineering  application.  Recently,  the  industry  on  a  joint 
basis  ran  such  a  test  in  Scotland,  using  existing  equi])ment.  They  feel 
that,  based  on  that  information,  they  are  in  a  ]:)Osition  where  tech- 
nically the  risks  are  digestible,  but  are  still  unknown.  This  operation 
luis  not  yet  been  used  commercially.  Of  course,  the  main  problem  is 
financing;  that  is,  financing  the  very  high  cost  of  such  an  operation 
which  has  gone  from  maybe  ^400  million  for  one  commercial-sized 
plant  to  close  to  $1  billion.  The  price  controls  on  gas  have  made 
it  a  situation  where  nobody  can  move  on  such  projects.  I  think  ulti- 
mately it  will  come,  and  I  think  it  will  have  to  come,  but  we  are  not 
(here  yet. 

Representative  ]\rooRiiKAD.  ^Sfr.  King,  you  tallv  about  demon.st ration 
plants  in  shale  oil.  Do  you  include  in  that  recommendation  eastern 
oil  shale  or  just  western? 

Mr.  KixG.  I  would  think  primarily  western,  because  that  is  where 
the  biggest  and  the  richest  reserves  are.  It  would  seem  logical  that 
you  would  want  to  put  up  the  first  projects  in  the  prime  resource  loca- 
tion, and  if  it  works  well  there,  wdiy  then  you  can  extend  it  to  other 
areas. 

Representative  Moop.head.  Xow.  not  directing  this  to  any  specific 
one  of  the  witnesses,  but  it  would  seem  to  me  contrarv  to  what  \h\ 
Bra]ison  said,  and  maybe  more  along  tlie  line  of  what  Mr.  Steele  said, 
that  if  we  do  reduce  consumption  we  ai'c  more  likelv  to  bring  about 
the  erosion  of  tlie  prices  as  Mr.  Blackledgc  stated.  "Would  that  not  be 
a  correct  proposition  ? 

INIr.  Steele.  Well,  we  want  to  reduce  imports.  We  will  reduce  im- 
ports bv  cutting  consumption  or  by  increasing  our  production,  and 
in  my  prepared  statement  I  warned  against  the  danger  of  rapidly 
reducing  consumption,  however,  at  this  time. 

Repi'csentative  ]Moot?head.  I  did  notice  you  said  a  long  horizon,  but 
it  seemed  to  me  that  the  more  we  reduce  consumption,  particularly  as 
you  point  out  wasteful  consumption,  that  we  are  in  a  better  position 
to  do  without  as  much  imported  oil.  Is  that  not  correct,  sir? 

INIr.  Steele.  Well,  that  is  true.  It  just  de]")ends  on  what  the  domestic 
cost  will  be  of  reducing  consumption,  and  in  what  categories.  It  is 
naturally  a  very  complex  question. 

Representative  MoomiEAD.  Let  me  ask  you,  sir,  if  the  President 
decides  to  pi-oceed  with  his  proposed  import  fee  increase  in  ]May, 
what  do  you  think  the  Congress  should  do? 

]\rr.  Steele.  Well,  they  should  oppose  it.  I  think  it  is  the  wrong 
way  to  i-educe  consumption.  It  would  tend  to  bolster  foreign  prices. 
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Mr.  King.  Congressman  ]SIoorhead,  I  would  like  to  make  two  com- 
ments on  that.  One  is  that  the  oil  consumption  worldwide  now  is 
down  about  11  percent  from  what  it  was  in  the  fiist  quarter  of  1974 
and  that,  of  course,  was  the  period  when  the  embargo  was  on,  so  I 
guess  the  OPEC  nations  are  down  close  to  20  or  25  percent.  However, 
we  should  realize  that  a  good  portion  of  this  reduction  is  because  the 
economies  are  ver}'  slow  throughout  the  world — in  Japan,  Europe, 
and  the  United  States.  Now,  if  the  economy  should  turn  around  again 
and  start  to  revive,  then  the  demand  for  fuel  would  have  to  go  up. 
The  two  are  inextricably  intertwined.  We  could  be  in  a  position  then, 
as  the  economies  go  up,  where  we  will  start  to  have  to  import  more 
and  more  oil. 

Now,  it  would  seem  to  me  that  the  thing  we  want  to  do  is  encourage 
our  domestic  energy"  production.  If  the  Japanese  or  the  Germans  were 
sitting  on  top  of  the  resource  base  that  the  United  States  has,  they 
would  many  months  ago  have  rapidly  gotten  after  this  development 
program.  We  are  not  doing  this  because  we  feel  we  can  afford  this 
luxuiy,  but  we  really  cannot.  It  would  seem  to  me  that  the  one  alterna- 
tive would  be  to  put  a  tariff  on  the  imports  of  crude  oil,  and  back 
out  an  equivalent  amount  of  money  from  our  present  excise  taxes  on 
domestic  fuel  so  that  the  consumer  does  not  pay  any  more,  but  the 
person  who  is  importing  the  foreign  oil  will  have  to  pay  more.  But, 
if  you  do  that,  then  you  are  going  to  have  to  take  a  look  at  the  entitle- 
ments program,  because  presently  the  entitlements  program  encourages 
imports. 

If,  for  instance,  the  ratio  of  "old"  crude  oil  to  crude  runs  about 
35  percent  and  you  are  running  100  barrels  of  crude,  if  you  have  36 
barrels  of  old  oil,  then  you  have  got  to  buy  an  entitlement  which 
costs  you  money.  If  you  import  three  more  barrels  of  old  oil  you  don't 
have  to  have  any  entitlement,  so  you  have  yourself  a  $2  built-in 
subsidy  per  barrel  for  imported  oil.  This  whole  regulatory  problem 
in  trying  to  remove  one  inequity  just  creates  other  problems  and  is 
very  complex. 

"What  this  all  resolves  down  to,  I  think,  is  that  we  do  have  an 
extensive  resource  base.  I  cannot  foresee  that  we  could  provide  enough 
domestic  energy  to  the  point  where  we  would  be  swimming  in  energy. 
We  are  importing  now  6  million  barrels  a  day  of  oil.  We  are  producing^ 
now  81^  million  barrels  a  day  of  oil.  To  back  out  all  of  those  imports 
I  do  not  think  is  possible  within  a  reasonable  time  frame  and  the 
expense  would  be  tremendous.  But  this  does  not  mean  that  we  should 
not  undertake  a  major  effort  in  developing  our  own  resources. 

You  know,  we  have  got  the  best  of  both  worlds  here.  We  can  cieate 
employment,  we  can  stimulate  our  economy,  and  what  we  would  be 
doing  would  be  backing  out  oil  payments  to  foreign  nations.  We- 
would  not  be  creating  a  product  for  which  there  is  no  market.  So  this 
must  be  a  leading  national  priority. 

Representative  MooniiEAD.  Thank  you.  Thank  you,  Mr.  Chairman.. 

Chairman  Reuss.  Congressman  Hamilton. 

Representative  Hamilton.  Thank  you,  Mr.  Chairman. 

In  response  to  a  question  by  tlie  chairman  a  moment  ago,  you  indi- 
cated you  did  not  know  anybody  who  supported  this  common  oil  price. 
You  are  referi-ing,  I  tliink.  to  people  here  in  the  United  States.  Has 
there  been  any  favorable  reaction  abroad  to  it?  What  is  the  attitude  of 
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tlie  OPEC  couiitries?  AVliat  is  the  attitude  of  our  European  and 
Japanese  friends? 

Mr.  LiCHTBLAu.  May  I  answer?  I  Avas  over  in  Japan  about  2  weeks 
ago  and  discussed  this  specifically  with  the  people  who  were  delegates 
at  the  lEA  and  they  are  very  strongly  opposed  to  it.  In  fact,  they 
think  that  they  could  not  possibly  survive  politically  if  they  were  in 
favor  of  the  kind  of  floor  price  that  has  been  suggested.  A  floor  price 
of  $4,  $5,  $3,  or  that  sort  of  thing,  of  course,  would  be  acceptable  be- 
cause it  is  an  unrealistically  low  floor  price  and  has  no  meaning,  but 
any  kind  of  a  meaningful  floor  where  it  is  possible  that  world  oil 
prices  might  drop  lower  than  the  floor  price,  would  be  probably  unac- 
ceptable to  the  Japanese,  from  what  I  was  told  over  there  a  couple  of 
weeks  ago.  And  the  same  thing  applies,  I  would  think,  to  all  of  the  oil 
importing  nations  which  have  no  resources  of  their  own.  You  have  a 
dichotomy  there  between  the  resource  producing  members  of  the  lEA 
and  those  who  are  not,  who  are  totally  dependent  on  imports. 

Kepresentative  Hamilton.  What  bothers  me  here  is  how  a  recom- 
mendation like  this  gets  made.  I  suppose  you  gentlemen  are  not  experts 
on  this.  I  am  certainly  not. 

But  here  is  a  suggestion  that  has  been  made  by  the  President  as  a 
major  jiart  of  his  energy  program.  It  is  a  very  serious  proposal,  and 
yet  so  far  as  we  ai'c  able  to  determine,  outside  of  two  or  three  people 
in  the  administration,  nobody  is  for  it. 

What  disturbs  me  is  that  the  process  of  decisionmaking  seems  to 
be  very  faulty  here  on  the  part  of  the  administration.  Why  is  that? 
Do  you  have  any  knowledge  of  how  that  can  be  ? 

Mr.  Branson.  In  answering  the  chairman's  question  originally,  I 
think  I  at  least  should  have  said  more  precisely  that  I  do  not  know 
any  economists  who  are  for  this.  I  think  there  is  some  feeling  among 
political  scientists  in  universities  that  this  is  a  good  thino-.  I  think 
there  is  a  vague  feeling  that  it  is  im]iortant  for  tlie  United  States  to 
pick  up  leadership  in  the  OECD  industrial  world  which  has  fallen 
apart  in  the  last  3  or  4  years. 

Kepresentative  Hamilton.  Putting  fortli  a  proposal  that  nobody 
sup])orts  is  not  exactly  the  way  to  regain  leadership. 

Mr.  Branson.  Well,  I  am  not  supporting  it.  I  am  just  trying  to 
understand  it.  And  I  think  some  academic  political  scientists  view  that 
situation  as  having  deteriorated  sufficiently  that  they  would  support 
almost  any  indication  that  the  I"^nited  States  was  trying  to  take  a  policy 
initiative  that  would  provide  leadership  among  the  industrial  coun- 
tries. This  may  reflect  some  concern  in  the  administration  about  that. 

Representative  Haimtlton.  Mr.  King,  I  was  interested  in  your  obser- 
vations about  the  spending  in  the  oil  producing  countries.  Your  state- 
ment says  that  several  countries  are  already  spending  internally  the 
major  proportion  of  their  revenues.  xVre  you  concerned  about  the  piling 
up  of  excess  oil  revenues?  Your  statement  would  suggest  to  me  that 
you  are  not,  and  that  thev  are  goinc:  to  be  able  to  spend  about  every- 
thiuir  they  can  fref.  Could  you  elaborate  on  that? 

!Mr.  Kino.  Yes.  I  will  be  glad  to.  We  are  not  at  all  concerned  about 
this  for  several  reasons.  One  is  that,  as  you  know,  it  is  a  classic  failure 
of  human  natui-e  that  you  always  s)>end  as  much  as  you  have,  given 
time  to  digest  this.  This  is  true  of  individuals  and  it  is  ti'ue  of  nations. 
The  imports  in  1974  of  the  OPEC  nations  went  from  $28  billion  to, 
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I  think,  sometliing  like  $45  billion  in  1  year,  u  tremendous  jump.  As 
a  result,  the  amount  of  money  that  had  to  be  recycled,  the  so-called 
petro-dollar  recycling,  was  not  as  large  as  had  been  anticipated,  and 
the  international  financial  system  did  a  remarkable  job  of  digesting 
this  tremendous  change  in  dollar  flow. 

The  volume  of  oil  revenues  is  still  high,  but  the  abrupt  change  has 
been  digested.  Some  of  the  exporting  countries  deliberately  plan  to 
maintain  a  cash  surplus,  because  as  the  oil  runs  out  this  will  be  a 
source  of  income  for  them  to  support  their  economies  in  the  future. 
What  can  they  do  with  this  cash  surplus?  They  cannot  put  it  in  a 
safety  deposit' box.  There  is  just  too  much  of  it.  There  is  no  place  in 
their"  own  country  to  invest  such  huge  sums.  They  cannot  invest  it 
behind  the  Iron  'Curtain  with  any  prudence.  So  they  have  got  to 
invest  it  in  the  West,  in  the  industrial  countries  of  the  free  world, 
Germany,  Japan,  and  the  United  States.  As  more  and  more  of  this 
accumulates,  they  are  going  to  become  more  and  more  hostage  to  us 
in  a  sense,  and  that  is  that  it  will  be  to  their  disadvantage  if  our 
economies  falter  because  of  high  fuel  prices.  Their  investments  here 
will  tend  to  help  stimulate  the  economies  here,  and  I  think  that  this 
will  level  out  much  more  rapidly  than  most  people  think. 

So.  we  feel  that  such  investments  are  really  an  advantage. 

Representative  Hamiltox.  You  are  saying  a  little  different  thing 
than  the  implication  of  your  statement.  The  implication  of  your  state- 
ment is  that  they  are  going  to  spend  the  money  internally.  Now  you 
are  saying  there  "will  be  quite  a  pileup  for  investment  purposes. 

Mr.'KixCx.  It  is  very  difficult  to  make  generalizations.  Iran  could 
])robablv  fairly  easily  spend  all  of  its  revenues  internally,  if  it  is  not 
doino-  so  already.  I  think  the  Kuwaitis  will  deliberately  not  spend  all 
of  it  internally  for  a  number  of  reasons.  They  have  a  much  smaller 
population,  tliey  have  been  reinvesting  in  their  own  country  for  a 
longer  period  of  time,  and  they  are  already  fairly  well  developed  in 
their  economy  there. 

Libya  is  going  to  have  a  very  difficult  time  investing  all  of  the  money 
in  Libya.  Nigeria  probably  will  be  able  to,  and  Indonesia  now  is  al- 
readv  running  short  of  the  money,  and  countries  like  that  could  be 
expected  to.  But,  I  think  there  will  be  a  number,  such  as  Kuvrait  and 
possibly  Libya,  which  as  a  matter  of  policy,  will  try  to  invest  money 
in  long-term'  investments,  such  as  real  estate,  so  that  on  an  ongoing 
basis  future  generations  can  realize  income  from  it  when  the  time 
comes  that  their  oil  resources  are  depleted. 

Representative  Ha:hiltox.  Your  colleague — I  am  sorry  that  I  did 
not  a'ct  his  name 

^lr.  KixG.  Mr.  Blackledge. 

Repi-esentative  Hamti.tox.  Mv.  Blackledge,  you  spoke  about  expect- 
inir  an  erosion  in  oil  prices  that  could  lead  to  a  sharp  drop.  Do  you  see 
a  )>os-i]iility  that  OPEC  will  become  imstuck? 

Mr.  BLACKixnoE.  I  would  sav  that  given  a  period  of  time.  OPEC 
will  come  imstu^k.  Xow.  how  lono;  that  period  is,  I  don't  know,  but 
tlievp  are  ti-emendons  ditl'erences.  histoi-ical  differen.ces.  between  a  num- 
ber of  the  OPEC  countries  and  thev  are,  in  my  o))inion.  certain  to  fall 
apai-t  someday.  Xow.  T  cannot  ]n'edict  wh.en  that  someday  is.  Possibly, 
if  all  of  the  current  political  problems  in  the 

Representative  HA:MiT/rox.  They  have  shown  so  far,  at  least,  a  Aery 
good  abilitv  to  stay  together  on  prices,  to  the  suprise  of  those  of  us  in 
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the  "West.  "Why  would  we  not  expect  them  to  keep  that  kind  of  unity 
and  jack  the  prices  up  more  on  us  (  Do  )-ou  think  the  aUernative  sources 
of  energy  and  the  additional  exploration  Mill  foreclose  that 
possibility  ? 

INfr.  Bi.ACKr.EDGE.  Given  a  period  of  time,  j^es.  It  was  easy  for  the 
OPEC  nations  to  stay  together  as  long  as  every  barrel  of  pi-oducible 
oil  is  being  producecl  and  consumed,  and  they  could  raise  the  price 
and  still  had  every  barrel  moving.  Today,  as  Mr.  King  mentioned,  the 
demand  for  oil  in  the  free  world  is  probably  about  at  1971  levels.  The 
increases  that  were  expected  2  or  3  years  ago  have  not  taken  place.  In 
fact,  there  has  been  a  falling  of  demand.  There  is  excess  productive 
capacity  in  most  of  the  OPEC  nations. 

ISTow,  they  can  reduce  production  and  it  works,  but  it  is  not  as  easy 
to  hold  a  group  together  when  production  is  falling,  as  it  is  when 
production  is  increasing. 

Representative  Hamilton.  ISIay  I  ask  jSIr.  Lichtblau  and  INIr.  Steele 
if  they  agree  with  the  general  approach  Mr.  Blackledge  has  indicated 
here  with  regard  to  the  prices  of  oil  ? 

Mr.  Lichtblau.  Well,  it  is  clear  that  oil  prices  are  eroding  at  the 
moment,  and  I  was  very  interested  in  the  2-percent  decline  mentioned 
by  INIr.  Blackledge.  That  seems  to  make  sense,  and  generally,  I  think 
that  is  tlie  evidence  we  have  seen.  IIow  much  further  prices  will  go 
down  is  difficult  to  say.  I  think  as  there  is  a  possibility  in  a  fairly  short 
time,  that  this  huge  overhang  of  excess  productive  capacity  will  be- 
come somewhat  smaller,  partly  because,  as  ]Mr.  King  said,  there  is 
likely  to  be  an  economic  recovery  around  the  world,  and  tlie  other 
reason  is  that  there  is  currently  a  great  deal  of  oil  inventory  reduction 
in  the  imiwrting  countries. 

Now,  that  is  limited,  and  inventory  reduction  cannot  continue,  so 
that  when  that  is  over  there  is  a  good  chance  that  oil  exports  from  the 
OPEC  nations  will  rise  somewhat,  and  tliat  the  surplus  will  decline 
somewhat. 

When  wo  talk  about  the  surplus,  and  we  usually  moitiou  sometliing 
like  12  million  barrels  a  day,  which  is  a  huge  surplus,  it  should  be 
recognized  that  this  is  the  physical  suri)lus.  But  all  of  these  countries 
have  established  production  limitations.  You  may  count,  say.  Saudi 
Arabia  at  a  productive  capacity  of,  let  us  say,  11  million  barrels  a  day, 
but  they  only  permit  8I/7  million  barrels  a  day  allowable  production, 
and  the  same  thing  applies  to  a  number  of  the  other  OPEC  countries. 
So  the  real  excess  capacity  is  not  quite  that  high.  It  is  about  7  million 
barrels  a  day. 

But  I  agree  with  you  that  OPEC  is  a  very  dynamic,  very  strong 
organization.  They  are  far  fi'om  being  through  or  far  from  collapsi}ig. 
Every  human  institution  eventually  collapses  or  is  changed,  so  IavouIcI 
agree  that  OPEC  will  someday  disai)pear,  but  that  could  be  quite  a 
Avay  oiT. 

F"or  the  foreseeable  future,  between  now  and  the  early  1080's.  let  us 
say,  I  foresee  OPEC  continuing,  being  strong,  and  in  some  way  de- 
termining the  world  oil  ])rice  Avithin  the  limits  of  excess  production 
and  tlie  realization  that  if  oil  piicos  keep  rising,  OPEC's  excess  pro- 
ductive capacity  is  going  to  rise.  too.  So.  they  have  this  awareness,  and 
this  is  why  you  see  a  small  price  drop. 
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But  OPEC  is  more  than  a  price-fixino-  cartel.  OPEC  is  an  ideolofry. 
I  mean,  the  countries  Avho  came  together  there  have  a  sense  of  purpose. 
This  is  a  revolutionary  change,  a  transfer  of  huge  amounts  of  money 
from  the  industrial  countries  to  the  third  world,  and  I  think  there  is 
so  much  political  support  for  this  that  it  is  difficult  to  see  in  the  next 
seve-i-al  years  OPEC  collapsing  or  becoming  a  meaningless  organiza- 
tion wliich  just  continues  to  function  but  with  no  real  power  in  deter- 
mining world  oil  prices. 

Representative  IIamiltox.  My  time  is  up.  Mr.  Steele,  maybe  you 
would  like  to  respond. 

]Mr.  Steele.  "Well.  I  think  economists  have  tended  to  underestimate 
OPEC's  strength  because  they  regard  OPEC  as  a  cartel  like  many 
previous  cartels  in  world  commodities.  But  the  diiference  here,  I  think, 
is  that  commercial  cartels  are  based  on  greed,  and  while  OPEC  is  based 
on  greed,  it  is  also  leased  on  hatred  and  on  the  desire  for  revenge,  and 
these  are  very  ])owerful  motives,  and  they  can  cause  persistence  in  un- 
economic decisions. 

Representative  Hamiltox.  Thank  you.  ]Mr.  Chairman. 

Chairman  Reuss.  The  supporters  of  the  floor  price  frequently  bring 
up  the  American  coal  industry  and  point  out  that  it  would  be  particu- 
larly susceptible  to  a  sharp  price  decline :  hence,  the  oil  price  floor  is 
needed  for  that  reason,  \yould  anyone  care  to  comment  on  that 
contention  ? 

INIr.  LiCHTBLAF.  T  would  say,  INIr.  Chairman,  under  title  TX  the  con- 
sideration of  coal  is  excluded,  and  that  title  TX.  under  which  this  floor 
pric^  concept  would  take  place,  specifically  talks  about  domestic  oil 
l^roduction  and  oil  exploration.  It  does  not  recognize  any  other  domes- 
tic energy  source.  So  while  there  may  be  an  argument  made  for  coal,  it 
is  not  made  in  the  administration's  proposal. 

If  there  is  a  fallout  for  coal,  it  is  indirect  and  coincidental,  and  it  is 
not  part  of  the  administration's  request. 

Chainnan  Reuss.  Part  of  the  request  or  not.  what  do  you  have  to  say 
to  the  question  of  the  alleged  particular  susceptibility  of  the  coal 
industry? 

INIr.  LiCHTBLAF.  "Well,  I  think  the  limitations  on  coal,  and  I  think 
Gulf  knows  more  about  it  because  it  has  a  large  coal  production,  but  I 
think  the  limitations  on  coal  are  environmental  and  the  ability  to 
increase  production.  Coal  production  has  risen  sharply  since  OPEC 
price?  went  up.  and  coal  prices  have  gone  up  veiy  sharply.  And  I  think 
if  environmental  standards  were  changed — T  am  not  saying  they  ought 
to  be — but  if  they  were  changed  and  you  could  burn  more  coal  because 
you  could  ignore  sulfur  content  or  at  least  some  of  the  sulfur  content, 
you  would  see  an  immediate  attempt  to  increase  coal  production.  And 
if  strip  mining  of  coal  were  permitted  in  the  West,  you  would  also  see 
an  immediate,  sharp  increase  in  coal  production  from  that  area. 

So  the  limitation  on  coal  production  is  by  no  means  the  fear  that 
OPEC  prices  might  decline,  but  domestic  legislative  restrictions  as 
well  as  environmental  problems,  as  well  as  the  fact  that  the  principal 
buyer  of  coal— namely,  the  electric  utilities — are  now  findinof  that  their 
projected  increase  in  electric  power  may  h.ave  beeii  too  high  and  there 
may  be  some  retrenchment  of  new  plant  building.  Finally,  to  the  extent 
to  which  utilities  build  atomic-powered  plants,  they  may  build  fewer 
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coal-fired  plants.  All  of  these  are  considerations,  but  not  the  OPEC 
prices. 

Chairman  Eeuss.  Mr.  Branson. 

]\rr.  Braxsox.  I  think  that  that  argument  is  not  particularly  an 
aroument  for  the  floor  price. 

Chairman  Reuss.  The  argument  of  the  coal  industry's  alleged 
susceptibility  ? 

]Mr.  Braxsox.  There  is  some  difficulty  with  the  coal  industry,  and  if 
the  coal  industry  Avere  free  to  expand  and  did  so.  and  then  there  were  a 
price  break  in  oil,  then  the.  coal  industry  would  be  in  trouble  again. 
But  the  basic  question  is  do  you  want  some  kind  of  legislation  to  pro- 
tect the  coal  industry  from  that  kind  of  a  price  drop  in  a  competing 
ener<jry  source.  And  if  you  do,  there  are  many  ways  to  protect  it.  You 
could  protect  it  the  Avay  we  protect  U.S.  farmers,  or  you  could  protect 
it  by  putting  a  floor  on  all  energy  import  prices.  But  it  is  not  clear  to 
me  why  the  possibility  of  a  fluctuation  in  coal  output,  which  would  be 
inefficient  in  moving  resources  into  coal  and  back  out,  is  an  argument 
for  the  floor  price  as  opposed  to  any  other  way  of  protecting  the  coal 
industry  against  another  drop  in  energy  prices  if  they  gear  up  to  pro- 
duce the  amount  of  coal  that  would  be  demanded,  M'ith  oil  selling  at 
current  prices. 

Chairman  Reuss.  You  say  that  the  coal  industry  has  expanded  pro- 
duction a  good  deal  in  the  last  year? 

Mr.  Ltghtbi.au.  Oh,  yes. 

Chairman  Reuss.  All  witnesses  agree  ?  I  just  don't  know. 

]\rr.  King. 

Mr.  Ktno.  On  that  specific  aspect,  T  think  the  production  is  running 
now  about  030  million  tons  a  year.  It  was  580.  It  is  very  difficult  to 
compare  last  year  with  anv  ])eriod  now,  because  of  the  strike  last  year, 
which  had  an  unusual  effect.  It  tended  to  increase  coal  production 
before  the  strike  and.  of  course,  the  coal  production  was  decreased  dur- 
ing the  strike.  But  there  is  no  question  that  production  is  up  and  is 
going  to  continue  up  somewhat.  The  ]:)rices  are  tlie  reason  why.  The 
prices  have  gone  up  considerably  and  a  lot  of  the  mines  that  wore 
formerly  unattractive  or  marginally  attractive  can  now  be  operated  at 
higher  rates.  The  price  has  gone  up  enough  that  I  doubt  that  a  floor 
price  would  really  be  of  any  particular  help. 

One  thing  in  considering  coal  you  have  got  to  realize  is  that  it  is 
very  difficult  or  essentially  impossible  to  switch  most  of  the  coal- 
burning  facilities  to  oil,  or  from  oil  to  coal,  quicklv.  For  this  to  be 
practical,  a  company  has  got  to  build  in  a  dual-fuel  furnace,  this  costs 
extra  money,  and  that  is  a  lot  of  insurance  monev  for  something  tliat 
may  or  may  not  happen.  Generally  they  do  not  do  this  because  of  the 
capital  and  fiiiancing  problems.  Acquiring  the  capital  is  rory  difficult 
for  these  utilities  nowadays.  So  on  the  short  term,  if  the  oil  prices  were 
to  fall  precipitously,  it  would  not  really  affect  the  coal  consumption  of 
the  utilities  because  thev  cannot  shift  over  that  rapidly.  If  tlip  oil 
prices  stay  down  in  the  long  term,  you  have  to  ask  yourself  will  the 
public,  the  U.S.  public,  sit  still  for  paying  higher  electric  prices  based 
on  coal  when  oil  is  plentiful  and  at  cheaper  prices.  I  think  the  answer 
to  that  is  no.  So.  again,  we  come  up  with  something  that  really  we  feel 
is  an  impractical  approach. 
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Tlie  main  problem,  as  Mr.  Lichtblau  pointed  out  in  coal,  is  the  sul- 
phur and  the  environmental  problem.  Synthetic  fuels  are  basically  a 
way  of  taking  sulphur  out  of  coal,  but  this  gets  to  be  a  very  costly 
exercise,  and  so  in  looking  at  these  environmental  constraints,  we  have 
got  to  be  very  careful  that  we  appreciate  the  costs  that  they  are  forcing 
on  the  consumer  and  whether  they  are  justified,  and  of  the  ways  of 
moderating  that  cost.  For  instance^  90  percent  of  the  reduction  may  be 
achievable  at  a  reasonable  cost  and  the  next  5  percent  at  a  completely 
unacceptable  cost.  If  that  is  so,  and  generally  it  is  so,  we  have  got  to 
determine  where  those  cutoff  levels  are. 

Chairman  Reuss.  Mr.  King,  Mr.  Branson,  Mv.  Lichtblau,  and  Mv. 
Steele,  thank  you  very  much  for  some  absolutely  invaluable  testimony. 
We  appreciate  your  helping  us,  and  we  are  most  grateful. 

The  subcommittee  will  now  stand  in  adjournment. 

[Whereupon,  at  11:35  a.m.,  the  subcommittee  adjourned,  subject  to 
the  call  of  the  Chair.] 
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ENERGY:     THE  NECESSITY  OF  DECISION 

Address  by  Secretary  of  State  Henry  A. 
Kissinger  before  the  National  Press  Club 

Ladies  and  Gentlemen: 

1  appreciate  this  opportunity  to  speak  to  you 
on  the  question  of  energy. 

The  subject  is  timely,  for  this  week  marks  an 
important  moment  in  both  our  national  and 
international  response  to  the  energy  crisis. 

On  Wednesday,  the  Governing  Board  of  the 
International  Energy  Agency  [lEA]  convenes  in 
faris  for  its  monthly  meeting.    This  organization, 
which  trrew  out  of  the  Washington  Energy  Con- 
ference, represents  one  of  the  major  success 
stories  of  cooperation  among  the  industrialized 
democracies  in  the  past  decade.    In  recent  months 
it  has  begun  to  mobilize  and  coordinate  the  efforts 
of  the  industrial  democracies  in  energy  conserva- 
tion, research,  and  development  of  new  energy- 
sources.    The  lEA  already  has  put  in  place  many 
of  the  building  blocks  of  a  coordinated  energy 
policy.    .\t  the  forthcoming  meeting,  the  United 
States  will  advance  com.prehensive  proposals  for 
collective  action,  with  special  emphasis  on  the 
development  of  new  energy  sources  and  the  prep- 
aration of  a  consumer  position  for  the  forth- 
coming dialogue  with  the  producers. 

Equally  important,  we  are  now  engaged  in  a 
vita!  national  debate  on  the  purposes  and  require- 
ments of  our  national  energy  program.    Critical 
decisions  will  soon  be  made  by  the  Congress- 
decisions  that  will  vitaJ!>  affect  other  nations  as 
well  as  ourselves. 

The  Nature  of  the  Challenge 

The  international  and  national  dimensions  of 
the  energy  crisis  are  crucially  linked.    What 
i\apj:ens  with  respect  to  international  energy- 


policy  will  have  a  fundamental  effect  on  the 
economic  health  of  this  nation.    And  the  interna- 
tional economic  and  energy  crisis  cannot  be 
solved  without  purposeful  action  and  leadership 
by  the  United  States.    Domestic  and  international 
programs  are  inextricably  linked. 

The  energy  crisis  burst  upon  our  consciousness 
because  of  sudden,  unsuspected  events.    But  its 
elements  have  been  developing  gradually  for  the 
better  part  of  two  decades. 

In  1950,  the  United  States  was  virtually  self- 
sufficient  in  oil.    In  1960,  our  reliance  on  foreign 
oil  had  grown  to  16  percent  of  our  requirements. 
In  1973,  it  had  reached  35  percent.    If  this  trend 
is  allowed  to  continue,  the  1980's  will  see  us 
dependent  on  imported  oil  for  fully  half  of  our 
needs.    The  impact  on  our  lives  will  be  revolu- 
tionary. 

This  slow  but  inexorable  march  toward  depen- 
dency was  suddenly  intensified  in  1973  by  an  oil 
embargo  and  price  increases  of  400  percent  in 
less  than  a  single  year.    These  actions— largely  the 
result  of  political  decisions— created  an  immediate 
economic  crisis,  both  in  this  country  and  around 
the  world.    A  reduction  of  only  10  percent  of 
the  imported  oil,  lasting  less  than  half  a  year, 
cost  .\mericans  half  a  million  jobs  and  over  one 
percent  of  national  output;  it  added  at  least  5 
percentage  points  to  the  price  index,  contributing 
to  our  worst  inflation  since  World  War  II;  it  set 
the  stage  for  a  serious  recession;  and  it  expanded 
the  oil  income  of  the  OPEC  nations  from  $23 
billion  in  1973  to  a  current  annual  rate  of  $110 
billion,  thereby  effecting  one  of  the  greatest  and 
most  sudden  transfers  of  wealth  in  history. 
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The  impact  on  other  countries  much  more 
dependent  on  oil  imports  has  been  correspond- 
ingly greater.    In  all  industrial  countries  economic 
and  political  difficulties  that  had  already  reached 
the  margin  of  the  ability  of  governments  to 
manage  have  threatened  to  get  out  of  control. 

Have  we  learned  nothing  from  the  past  year? 
If  we  permit  our  oil  consumption  to  grow  with- 
out restraint,  the  vulnerability  of  our  economy 
to  external  disruptions  will  be  grossly  magnified. 
And  this  vulnerability  will  increase  with  every 
passing  year.    Unless  strong,  corrective  steps  are 
taken,  a  future  embargo  would  have  a  devastating 
impact  on  .American  jobs  and  production.    More 
than  10  percent  of  national  emplo\ment  and 
output,  as  well  as  a  central  element  of  the  price 
structure  of  the  American  economy,  would  be 
subject  to  external  decisions  over  which  our 
national  policy  can  have  little  influence. 

As  we  learned  grimly  in  the  1920's  and  30's, 
profound  political  consequences  inevitably  flow 
from  massive  economic  dislocations.    Economic 
distress  fuels  social  and  political  turmoil;  it 
erodes  tlie  confidence  of  the  people  in  democrat- 
ic government  and  the  confidence  of  nations  in 
international  harmony.    It  is  fertile  ground  for 
conflict,  both  domestic  and  international. 


"In   1950,  the  United  States  was  virtu- 
ally self-sufficient  in  oil.     In   1960,  our 
reliance  on  foreign  oil  had  growii  to 
16  percent  of  our  requirements.     In 
1973,  it  had  reached  35  percent." 


The  situation  is  not  yet  so  grave,  but  it  threat- 
ens to  become  so.    The  entire  industrialized 
world  faces  at  the  same  time  a  major  crisis  of 
the  economy,  of  the  body  politic,  and  of  the 
moral  fiber.    Wc  and  our  partners  are  being 
tested-not  only  to  show  our  technical  mastery 
of  the  problems  of  energy,  but  even  more  impor- 
tantly to  show  if  we  can  act  with  foresight  to 
regain  control  of  our  future. 

For  underlying  all  difficulties,  and  compound- 
ing them,  is  a  crisis  of  the  spirit— the  despair  of 
men  and  nations  that  they  have  lost  control  over 
their  destiny.    Forces  seem  loose  beyond  the 
power  of  government  and  society  to  manage. 

In  a  sense  we  in  .America  are  fortunate  that 
political  decisions  brought  the  energy  problem  to 


a  head  before  economic  trends  had  made  our 
vulnerability  irreversible.    Had  we  continued  to 
drift,  we  would  eventually  have  found  ourselves 
swept  up  by  forces  much  more  awesome  than 
those  we  face  today. 

.'\s  it  is,  the  energy-  crisis  is  still  soluble.    Of 
all  nations,  the  United  States  is  most  affected  by 
the  sudden  shift  from  near  self-sufficiency  to 
severe  dependence  on  imported  energy.    But  it 
is  also  in  the  best  position  to  meet  the  challenge. 
A  major  effort  now— of  conservation,  of  techno- 
logical innovation,  of  international  collaboration- 
can  shape  a  different  future  for  us  and  for  the 
other  countries  of  the  world.    A  demonstration 
of  .\merican  resolve  now  will  have  a  decisive 
effect  in  leading  other  industrial  nations  to  work 
together  to  reverse  present  trends  toward  depen- 
dency.   Today's  apparently  pervasive  crisis  can  in 
retrospect  prove  to  have  been  the  beginning  of  a 
new  period  of  creativity  and  cooperation. 

One  of  our  highest  national  priorities  must  be 
to  reduce  our  \  ulnerability  to  supply  interruption 
and  price  manipulation.    But  no  one  country  can 
solve  the  problem  alone.    Unless  we  pool  our 
risks  and  fortify  the  international  financial  system, 
balance-of-puyments  crises  will  leave  all  economies 
exposed  to  financial  disruption.    Unless  all  con- 
suming nations  act  in  parallel  to  reduce  energy 
consumption  through  conservation  and  to  develop' 
new  sources  of  supply,  the  efforts  of  any  one 
nation  will  prove  futile-the  price  structure  of  oil 
will  not  be  reformed  and  the  collective  economic 
burden  will  grow.    .And  unless  consumers  concert 
their  views,  the  dialogue  with  the  producers  will 
not  prove  fruitful.  * 

The  actions  which  the  United  States  takes  now 
are  central  to  any  hope  for  a  global  solution. 
The  volume  of  our  consumption,  and  its  poten- 
tial growth,  is  so  great  that  a  determined  national 
conservation  program  is  essential.    Without  the 
application  of  .American  technology  and  .American 
enterprise,  the  rapid  development  of  significant 
new  supplies  and  alternative  sources  of  energy 
will  be  impossible. 

There  is  no  escape.    The  producers  may  find 
it  in  their  interest  to  ease  temporarily  our  burdens^ 
But  the  price  will  be  greater  dependence  and 
greater  agony  a  few  years  from  now.    Either  we 
tackle  our  challenge  immediately  or  we  \dil  con- 
front it  again  and  again  in  increasingly  unfavorable 
circumstances  in  the  years  to  come.    If  it  is  not 
dealt  with  by  this  Administration,  an  even  worse 
crisis  will  be  faced  by  the  next— and  with  even 
more  anguishing  choices. 
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History  has  given  us  a  great  opportunity  dis- 
guised as  a  crisis.  A  determined  energy-  policy 
will  not  only  ease  immediate  difficulties,  it  will 
help  restore  the  international  economy,  the 
vitality  of  all  the  major  industrial  democracies, 
and  the  hopes  of  mankind  for  a  just  and  pros- 
perous world. 

The  Strategy'  of  Energy  Cooperation 

We  and  our  partners  in  the  International  Energy- 
Agency  have  been,  for  a  year,  pursuing  strategy 
in  three  phases: 

•  The  first  phase  is  to  protect  against  emer- 
gencies.   We  must  be  prepared  to  deter  the 
use  of  oil  or  petrodollars  as  political  weapons 
and,  if  that  fails,  we  must  have  put  ourselves 
in  the  best  possible  defensive  position.    To 
do  this,  we  have  established  emergency  shar- 
ing programs  to  cope  with  new  embargoes, 
and  created  new  mechanisms  to  protect  our 
financial  institutions  against  disruption.    This 
stage  of  our  common  strategy-  is  well  on  the 
way  to  accomplishment. 

•  The  second  phase  is  to  transform  the  market 
conditions  for  OPEC  oil.    If  we  act  decisively 
to  reduce  our  consumption  of  imported  oil 
and  de\elop  alternative  sources,  pressure  on 
prices  will  increase.    Measures  to  achieve  this 
objective  are  now  before  the  International 
Energy  .\gency  or  national  parliaments;  we 
expect  to  reach  important  agreements  on 
them  before  the  end  of  March. 

•  Once  the  consumer  nations  have  taken  these 
essential  steps  to  reduce  their  vulnerability, 
we  will  move  to  the  third  stage  of  our  strat- 
egy—to  meet  with  the  producers  to  discuss 
an  equitable  price,  market  structure,  and 
long-term  economic  relationship,    .\ssuming 
the  building  blocks  of  consumer  solidarity 
are  in  place,  we  look  toward  a  preparatory 
meeting  for  a  producer-consumer  conference 
before  the  end  of  .March. 

Our  actions  in  all  these  areas  are  interrelated. 
It  is  not  possible  to  pick  and  choose;  since  they 
are  mutually  reinforcing,  they  are  essential  to 
each  other.    No  emergency  program  can  avail  if 
each  year  the  collective  dependence  on  OPEC  oil 
increases.    New  sources  of  energ\',  however  vast 
the  investment  program,  will  be  ineffective  unless 
strict  measures  are  taken  to  halt  the  runaway, 
wasteful  growth  in  consumption.    Unless  the 
industrial  nations  demonstrate  the  political  will 


to  act  effectively  in  alj  areas,  the  producers  will 
be  further  tempted  to  take  advantage  of  our 
vulnerability. 

In  recent  months  we  and  our  partners  have 
taken  important  steps  to  implement  our  overall 
strateg^■.    Two  safety  nets  against  emergencies 
have  been  put  in  place.    In  .\ovember,  tlie  lEA 
established  an  unprecedented  plan  for  mutual 
assistance  in  the  event  of  a  new  embargo.    Each 
participating  nation  is  committed  to  build  an 
emergency  stock  of  oil.    In  case  of  embargo,  each 
nation  will  cut  its  consumption  by  the  same  per- 
centage, and  available  oil  will  be  shared.    An 
embargo  against  one  will  become  an  embargo    . 
against  all. 


"A  major  effort  now— of  conservations, 
of  technological  innovation,  of  inter- 
national collaboration— can  shape  a 
different  future  for  us  and  for  the 
other  countries  of  the  world.     .\  dem- 
onstration of  .\merican  resolve  now 
will  have  a  decisive  effect  in  leading 
other  industrial  nations  to  work  to- 
gether to  reverse  present  trends  toward 
dependency." 


.■\nd  in  January,  the  major  industrial  nations 
decided  to  create  a  $25  billion  solidarity  fund  for 
mutual  support  in  financial  crises— less  than  2 
months  after  it  was  first  proposed  by  the  United 
States.    This  mutual  insurance  fund  will  furnish 
loans  and  guarantees  to  those  hardest  hit  by 
payments  deficits,  thus  safeguarding  the  interna- 
tional economy  against  shifts,  withdrawals,  or 
cutoffs  of  funds  by  the  producers. 

The  next  steps  should  be  to  accelerate  our 
efforts  in  the  conservation  and  development  of 
new  energ\-  sources.    .Vction  in  these  areas,  taken 
collectively,  will  exert  powerful  pressures  on  the 
inflated  price.    .\o  cartel  is  so  insulated  from 
economic  conditions  that  its  price  structure  is 
invulnerable  to  a  transformation  of  the  market. 
Because  of  the  reduced  consumption  in  the  past 
year,  OPEC  has  already  shut  down  a  fourth  of 
its  capacity,  equaling  9  million  barrels  a  day,  in 
order  to  keep  the  price  constant.    New  oil  explo- 
ration, accelerated  by  the  fivefold-higher  price,  is 
constantly  discovering  vast  new  reserves  outside 
of  OPEC.    The  SIO  liiUion  in  new  energy  research 
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in  the  United  States— on  the  scale  of  the  Manhat- 
tan Project  and  the  moon-landing  program— is 
certain  to  produce  new  breakthroughs  sooner  or 
later. 

As  the  industrialized  nations  reduce  consump- 
tion and  increase  their  supply,  it  will  become 
increasingly  difficult  for  OPEC  to  allocate  the 
further  production  cuts  that  will  be  required 
among  its  members.    Even  now,  some  OPEC 
members  arc  shaving  prices  to  keep  up  tlicir 
revenue  and  their  share  of  the  market.    Indeed,  it 
is  not  too  soon  in  this  decade  of  energy^  shortages 
to  plan  for  the  possibility  of  energy^  surpluses  in 
the  1980's. 

The  strategy  we  have  been  pursuing  with  our 
partners  since  the  Washington  Energy  Conference 
has  linked  our  domestic  and  international  energy 
policies  into  a  coherent  whole.    We  have  made 
remarkable  progress,  but  much  remains  to  be 
done.    The  question  now  is  whether  the  industri- 
alized countries  have  the  wiU  to  sustain  and 
reinforce  these  promising  initiatives.    Conserva- 
tion and  the  development  of  new  sources  of 
energy  are  the  next  priorities  on  our  common 
agenda. 

Conservation 

Unconstrained  consumption  of  cheap  oil  is  the 
principal  cause  of  the  present  vulnerability  of  the 
industrial  countries.    Neither  the  United  States 
nor  other  consumers  can  possibly  reduce  their 
dependence  on  imports  until  they  reverse  the 
normal-which  is  to  say  wasteful— growth  of 
consumption. 

There  is  simply  no  substitute  for  conser\ation. 
Alternative  energy  supplies  will  not  be  available 
for  5  or  10  years.    In  the  next  few  years  conserva- 
tion, and  only  conservation,  will  enable  us  both 
to  absorb  the  present  burden  of  high  energy  costs 
and  to  begin  to  restore  the  balance  of  consumer- 
producer  relations. 

Only  a  determined  program  of  conservation 
can  demonstrate  that  we  and  our  partners  have 
the  will  to  resist  pressures.    If  the  industrialized 
nations  are  unwilling  to  make  the  relatively  minor 
sacrifices  involved  in  conservation,  then  tlie 
credibility  of  all  our  other  efforts  and  defensive 
measures  is  called  into  the  question. 

Some  say  we  face  a  choice  between  conserva- 
tion and  restoring  economic  growth.    The  contrary 
is  true.    Only  by  overcoming  exorbitant  interna- 
tional energy  costs  can  we  achieve  reliable  long- 
term  growth.    If  v/e  doom  ourselves  to  50  per- 
cent dependence  on  imported  energy,  with  the 


supply  and  price  of  a  central  element  of  our 
economy  subject  to  external  manipulation,  there 
is  no  way  we  can  be  sure  of  restoring  and  sus- 
taining our  jobs  and  growth.    These  decisions  will 
depend  on  foreign  countries  for  whom  our  pros- 
perity is  not  necessarily  a  compelling  objective. 

To  be  sure,  conservation— by  any  method— will 
have  an  economic  cost.    The  restructuring  which 
it  entails,  away  from  production  and  consumption 
of  energy-intensive  goods,  incurs  shortrun  disloca- 
tions.   -\t  a  time  of  recession,  this  must  concern 
us.    Yet  these  costs  are  small  compared  to  what 
will  be  exacted  from  us  if  we  do  not  act.    With- 
out conser.alion,  we  will  perpetuate  the  vulner- 
ability of  our  economy  and  our  national  policy. 
.\nd  we  will  perpetuate  as  well  the  excessive 
international  energy  prices  which  are  at  the  heart 
of  the  problem. 


"Some  say  we  face  a  choice  between 
conser\ation  and  restoring  economic 
growth.     The  contrary  is  true.     Only 
by  overcoming  exorbitant  international 
energy  costs  can  we  achieve  reliable 
long-term  growth." 


At  present,  the  United  States— in  the  midst  of 
recession— is  importing  6.7  million  barrels  of  oil 
a  day.    When  our  economy  returns  to  full  capac- 
ity that  figure  will  rise;  by  1977  it  will  be  8  or 
9  million  barrels  a  day  in  the  absence  of  conserva- 
tion.   Imports  will  continue  to  grow  thereafter. 
Even  with  new  production  in  ,\laska  and  the  outer 
continental  shelf,  this  import  gap  will  remain  if 
we  do  not  reduce  consumption  significantly  and 
rapidly. 

With  these  prospects  in  mind.  President  Ford 
has  set  the  goal  of  saving  a  million  barrels  a  day 
of  imports  by  the  end  of  this  year  and  2  million 
by  1977.    That  amounts  to  the  increase  in  depen- 
dence that  would  occur  as  the  economy  expands 
again,  in  the  absence  of  a  conservation  program. 

Our  conservation  efforts  will  be  powerfully 
reinforced  by  the  actions  of  our  IE.\  partners 
and  of  other  interested  countries  such  as  France. 
Their  collective  oil  consumption  equals  ours,  and 
they  are  prepared  to  join  with  us  in  a  concerted 
program  of  conservation;  indeed  some  of  them 
have  already  instituted  their  own  conservation 
measures.    But  anv  one  country's  efforts  will  be 
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nullified  unless  they  are  complemented  by  other 
consumers.    This  is  why  the  United  States  has 
proposed  to  its  lEA  partners  that  they  match 
our  respective  conser\'ation  targets.    Together  we 
can  save  2  million  barrels  a  day  this  year;  and  at 
least  4  million  barrels  in  1977. 

If  these  goals  arc  reached,  under  cunent  eco- 
nomic conditions  OPEC  will  have  to  reduce  its 
production  further;  even  when  full  employment 
returns,  OPLC  will  have  surplus  capacity.    More 
reductions  will  be  hard  to  distribute  on  top  of 
the  existing  cutbacks  of  9  million  barrels  a  day. 
,\s  a  result,  pressures  to  increase  production  or  to 
lower  prices  will  build  up  as  ambitious  defense 
and  development  programs  get  under  way.    By 
1977  some  oil  producers  will  have  a  payments 
deficit;  competition  between  them  for  the  avail- 
able market  will  intensify.    The  cartel's  power  to 
impose  an  embargo  and  to  use  price  as  a  weapon 
\vill  be  greatly  diminished. 


"In  short,  the  massive  development 
of  alternative  sources  by  the  indus- 
trial countries  will  confront  OPEC 
with  a  choice:     they  can  accept  a 
significant  price  reduction  now  in 
return  for  stability  over  a  longer 
period;  or  they  can  run  the  risk  of 
a  dramatic  break  in  prices  when  the 
program  of  alternative  sources  begins 
to  pay  off." 


But  if  America— the  least  vulnerable  and  most 
profligate  consumer— will  not  act,  neither  will 
anyone  else.   Just  as  our  action  will  have  a  multi- 
plier effect,  so  will  our  inaction  stifie  the  efforts 
of  others.    Insteafl  of  reducing  our  collective 
imports,  we  will  have  increased  them  by  2-4 
million  barrels  a  day.    OPEC's  ability  to  raise 
prices,  which  is  now  in  question,  will  be  restored. 
In  exchange  for  a  brief  respite  of  a  year  or  two, 
■we  will  have  increased  the  industrialized  world's 
vulnerability  to  a  new  and  crippling  blow  from 
the  producers.    And  when  that  vulnerability  is 
exposed  to  public  view  through  a  new  embargo 
or  further  price  rises,  the  .\merican  people  will 
be  entitled  to  ask  why  their  leaders  failed  to  take 
the  measures  they  could  have  when  tney  should  have. 

One  embargo— and  one  economic  crisis— should  be 
enough  to  underline  the  implications  of  dependency. 


The  Importance  of  New  Supplies 

Conservation  measuies  alone,  crucial  as  they- 
are,  cannot  permanently  reduce  our  dependence 
on  imported  oil.    To  eliminate  dependence  over 
tl;e  long  term  we  must  accelerate  the  development', 
of  alternative  sources  of  energy.    This  will  involve 
a  massive  and  complex  task.    But  for  the  country 
which  broke  the  secret  of  fission  in  5  years  and 
landed  men  on  the  moon  in  8  years,  the  chal- 
lenge should  be  exciting.    Tlie  .'\dministration  is 
prepared  to  invest  in  this  enterprise  on  a  scale 
commensurate  with  those  previous  pioneering 
efforts;  we  are  ready  as  well  to  share  the  results 
with  our  lE.A  partners  on  an  equitable  basis. 

Many  of  the  industrialized  countries  are  blessed 
with  major  energy  reserves  which  have  not  yet 
been  developed— Nonh  Sea  oil,  German  coal,  coal 
and  oil  deposits  in  the  United  States,  and  nuclear 
power  in  all  countries.    We  have  the  technical 
skill  and  resources  to  create  synthetic  fuels  from 
shale  oil,  tar  sands,  coal  gasification  and  liquefac- 
tion.   And  much  work  has  already  been  done  on 
such  advanced  energy  sources  as  breeder  reactors,. 
fusion,  and  solar  power. 

The  cumulative  effort  will  of  necessity  be  gi- 
gantic.   The  United  States  alone  shall  seek  to 
generate  capital  investments  in  energy  of  S500 
billion  over  the  next  10  years.    The  Federal 
Government  will  by  itself  invest  $10  billion  in 
research  into  alternative  energy  sources  over  the 
next  5  years,  a  figure  likely  to  be  doubled  when 
private  investment  in  research  is  included. 

but  if  this  effort  is  to  succeed,  we  must  act 
now  to  deal  with  two  major  problems— the 
expense  of  new  energy  sources  and  the  varying 
capacities  of  the  industrialized  countries. 

New  energy  sources  will  cost  considerably 
more  than  we  paid  for  energy  in  1973  and  can 
never  compete  with  the  production  costs  of 
Middle  Eastern  oil. 

This  disparity  in  cost  poses  a  dilemma.    If  the 
industrial  countries  succeed  in  developing  alterna- 
tive Sources  on  a  large  scale,  the  demand  for 
OPEC  oil  will  fall,  and  international  prices  may 
be  sharply  reduced.    Inexpensive  imported  oil 
could  then  jeopardize  the  investment  made  in 
the  alternative  sources;  the  lower  oil  prices  would 
also  restimulate  demand,  starting  again  the  cycle 
of  rising  imports,  increased  dependence,  and  vul- 
nerability. 

Thus  paradoxically,  in  order  to  protect  the 
major  investments  in  the  industrialized  countries, 
that  are  needed  to  bring  the  international  oil 
prices  dowTi,  we  must  insure  that  the  price  for 
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oil  on  the  domestic  market  does  not  fall  below  a 
certain  level. 

The  United  States  will  therefore  make  the 
following  proposal  to  the  International  Energy- 
Agency  this  Wednesday: 

In  order  to  bring  about  adequate  investment  in 
the  development  of  conventional  nuclear  and 
fossil  energy  sources,  the  major  oil  importing 
nations  should  agree  that  they  will  not  allow  im- 
ported oil  to  be  sold  domestically  at  prices  which 
would  make  those  new  sources  noncompetitive. 

This  objective  could  be  achieved  in  either  of 
two  ways.    The  consumer  nations  could  agree  to 
establish  a  common  floor  price  for  imports,  to  be 
implemented  by  each  country  through  methods 
of  its  own  choosing  such  as  import  tariffs,  vari- 
able levies,  or  quotas.    Each  country  would  thus 
be  free  to  obtain  balance-ol-payments  and  tax 
benefits,  without  restimulating  consumption,  if 
the  international  price  falls  below  agreed  levels. 
Alternatively,  IE.\  nations  could  establish  a  com- 
mon IE.\  tariff  on  oil  imports.    Such  a  tariff 
could  be  set  at  moderate  levels  and  phased  in 
gradually  as  the  need  arises. 


"Collective  actions  to  restore  balance 
to  the  international  economic  structure, 
■will  contribute  enormously  to  the  like- 
lihood of  the  success  of  the  projected 
consumer-producer  dialogue." 


President  Ford  is  seeking  legislation  requiring 
the  executive  branch  to  use  a  floor  price  or  other 
appropriate  measures  to  achieve  price  levels 
necessary  for  our  national  self-sufficiency  goals. 

Intensive  technical  study  would  be  needed  to 
determine  the  appropriate  level  at  which  prices 
should  be  protected.    We  expect  that  they  will 
be  considerably  below  the  current  world  oil 
prices.    They  must,  however,  be  high  enough  to 
encourage  the  long-range  development  of  alterna- 
tive energv'  sources. 

These  protected  prices  would  in  turn  be  a 
point  of  reference  for  an  eventual  consumer- 
producer  agreement.    To  the  extent  that  OPEC's 
current  high  prices  are  caused  by  fear  of  precipi- 
tate later  declines,  the  consuming  countries,  in 
return  for  an  assured  supply,  should  be  prepared 
to  offer  producers  an  assured  price  for  some 
definite  period  so  long  as  this  price  is  substan- 


tially lower  than  the  current  price. 

In  short,  tlie  massive  development  of  alterna- 
tive sources  by  the  industrial  countries  will  con- 
front OPEC  with  a  choice:    they  can  accept  a 
significant  price  reduction  now  in  return  for 
stability  over  a  longer  period;  or  they  can  run  the 
risk  of  a  dramatic  break  in  prices  when  the  pro- 
gram of  alternative  sources  begins  to  pay  off. 
The  longer  OPEC  waits,  the  stronger  our  bargain- 
ing position  becomes. 

The  second  problem  is  that  the  capacities  of 
the  industrialized  countries  to  develop  new  energy 
sources  vary  widely.    Some  have  rich  untapped 
deposits  of  fossil  fuels.    Some  have  industrial 
skills  and  advanced  technology.    Some  have 
capital.    Few  have  all  three. 

Each  of  these  elements  will  be  in  great  demand, 
and  ways  must  be  found  to  pool  them  effectively. 
The  consumers,  therefore,  have  an  interest  in 
participating  in  each  other's  energy  development 
programs. 

Therefore,  the  United  States  will  propose  to 
the  1E,\  this  Wednesday  the  creation  of  a  synthet- 
ic fuels  consortium  within  1E1.\.    Such  a  body 
would  enable  countries  willing  to  provide  technol- 
ogy and  capital  to  participate  in  each  other's 
synthetic  energy  projects.    The  United  States  is 
committed  to  develop  a  national  synthetic  fuel 
capacity  of  one  million  barrels  a  day  by  1985; 
other  countries  will  establish  their  own  programs. 
These  programs  should  be  coordinated,  and  lEA 
members  should  have  an  opportunity  to  share  in 
the  results  by  participating  in  the  investment. 
Qualifying  participants  would  have  access  to  the 
production  of  the  synthetics  program  in  propor- 
tion to  their  investment. 

In  addition,  the  United  States  will  propose  the 
creation  of  an  energv'  research  and  development 
consortium  within  \EA.    Its  primary  task  will  be 
to  encourage,  coordniate,  and  pool  large-scale 
national  research  efforts  in  fields— like  fusion  and 
solar  power— where  the  costs  in  capital  equipment 
and  skilled  manpower  are  very  great,  the  lead 
times  very  long,  but  the  ultimate  payoff  in  low- 
cost  energy  potentially  enormous. 

The  consortium  also  would  intensify  the 
comprehensive  program  of  information  exchange 
which— with  respect  to  coal,  nuclear  technology, 
solar  energy,  and  fusion— has  already  begim  within 
the  lEA.    We  are  prepared  to  earmark  a  substan- 
tial proportion  of  our  own  research  and  develop- 
ment resources  for  cooperative  efforts  with  other 
IF„\  countries  which  are  willing  to  contribute.-  . 
Pooling  the  intellectual  effort  of  the  great  Indus-     • 
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trial  democracies  is  bound  to  produce  dramatic  results. 

When  all  these  measures  are  implemented, 
what  started  as  crisis  will  have  been  transformed 
into  opportunity;  the  near  panic  of  a  year  ago 
will  have  been  transformed  into  hope;  vulnera- 
bility will  have  been  transformed  into  strength. 

The  Mutual  Interests  of  Consumers  and  Producers 

Consumer  solidarity  is  not  an  end  in  itself. 
In  an  interdependent  wC'rld,  our  hopes  for 
prosperity  and  stability  rest  ultin-.atcly  on  a 
cooperative  long-term  relationship  between  con- 
sumers and  producers. 

This  has  always  been  our  objective.     It  is 
precisely  because  we  wish  that  dialogue  to  be 
substantive  and  constructive  that  we  have  in- 
sisted that  consumers  first  put  their  own  house 
in  order.     Collective  actions  to  restore  balance 
to  the  international  economic  structure,  and 
the  development  in  advance  of  common  con- 
sumer views  on  the  agenda,  will  contribute 
enormously  to  the  likelihood  of  the  success  of 
the  projected  consumer-producer  dialogue.     With- 
out these  measures,  discussions  will  only  find  us 
restating  our  divisions,  and  tempt  some  to  seek 
unilateral  advantages  at  the  expense  of  ihcir 
partners.     The  result  will  be  confusion,  demoral- 
ization, and  inequity,  rather  than  a  just  recon- 
ciliation between  the  two  sides. 


"The  producers  seek  a  better  life 
for  their  peoples  and  a  future  free 
from  dependence  on  a  single  de- 
pleting resource;  the  industrialized 
nations  seek  to  preserve  the  hard- 
earned  economic  and  social  progress 
of  centuries;  the  poorer  nations  seek 
desperately  to  resume  their  advance 
toward  a  more  hopefid  existence." 


A  conciliatory  solution  with  the  producers  is 
imperative  for  there  is  no  rational  alternative. 
The  destinies  of  all  countries  are  linked  to  the 
health  of  the  world  economy.     The  producers 
seek  a  better  life  for  their  peoples  and  a  future 
free  from  dependence  on  a  single  depleting 
resource;  the  industrialized  nations  seek  to 
preserve  the  hard-earned  economic  and  social 
progress  of  centuries;  the  poorer  nations  seek 
desperately  to  resume  their  advance  toward  a 


more  hopeful  existence.    The  legitimate  claims 
of  producers  and  consumers,  developed  and 
developing  countries,  can  and  must  be  recon- 
ciled in  a  new  equilibrium  of  interest  and 
mutual  benefit. 

We  must  begin  from  the  premise  that  we 
can  neither  return  to  past  conditions  nor  toler- 
ate present  ones  indefinitely.     Before  1973, 
market  conditions  were  often  unfair  to  the 
producers.    Today  they  are  unbearable  for  the 
consumers;  they  threaten  the  very  fabric  of  the 
international  economic  system  on  which,  in  the 
bst  analysis,  the  producers  are  as  dependent 
for  their  well-being  as  the  consumers. 

.\s  the  consumers  approach  their  preparatory 
meeting  with  the  producers,  what  arc  the  basic 
prin.iples  that  should  guide  them? 

The  United  States  will  propose  the  following 
approach  to  its  partners  in  the  lE.A.: 

First,  Vv'e  sl.ould  explore  cooperative  consumer- 
producer  action  to  recycle  the  huge  financial 
surpluses  now  accumulating.     The  oil  producers 
understand  that  these  new  assets— which  are  far 
gieater  than  they  can  absorb— may  require  new 
minagement  mechanisms.     At  the  same  time, 
the  industrial  nations  know  that  the  stability  of 
the  global  economic  structure  requires  the'  con- 
structive paiticipation  of  the  producers. 

Second,  and  closely  related  to  this,  is  the  need 
to  examine  our  internal  investment  policies.    The 
oil  producers  need  productive  outlets  for  their 
revenues;  the  industrial  democracies,  while  they 
should  welcome  new  investment,  will  want  to 
retain  control  of  essential  sectors  of  their  econ- 
omies.   These  needs  can  be  reconciled  through 
discussion  and  agreement  between  consumers  and 
producers. 

Third,  we  must  help  the  producer  nations  find 
productive  use  for  their  wealth  in  their  own 
development  and  to  reduce  their  dependence  on 
a  depleting  resource.    New  industries  can  be 
established,  combining  the  technology  of  the 
industrialized  world  with  the  energy  and  capital 
of  the  producers,  for  their  own  benefit  and  that 
of  the  poorer  nation:.    The  creation  of  fertilizer 
and  petrochemical  plants  is  among  the  more 
promising  possibilities. 

Fourth,  the  oil-producing  coimtries  and  the 
industrial  consuming  countries  share  a  responsi- 
bility to  ease  the  plight  of  the  poorest  nations, 
whose  economies  have  been  devastated  by  OPEC's 
price  increases.    Technology  and  capital  must  be 
combined  in  an  international  effort  to  assist  those 
most  seriously  affected  by  the  current  economic  crisis. 
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Fifth  is  the  need  to  provide  consumers  with  a 
secure  source  of  supply.    Another  attempt  to  use 
oil  as  a  weapon  would  gravely  threaten  the  econ- 
omies of  the  industrial  nations  and  destroy  the 
possibilities  of  consumer-prothiccr  cooperation. 
Oil-sharing  arraniements  by  the  consumers  would 
blunt  its  impact  at  first,  but  over  time  an  atmos- 
phere of  confrontation  would  be  inevitable. 
Thus,  if  the  producer-consumer  dialogue  is  to  be 
meaningful,  understandings  on  long-term  supplies 
are  essential. 

A  central  issue,  of  course,  will  be  price.    It  is 
vital  to  agree  on  prices  for  the  long  run  which 
will  satisfy  the  needs  of  consumers  and  producers 
alike.    The  balance-of-paymcnts  crisis  of  the 
consumers  must  be  cased;  at  the  same  time,  the 
producers  are  entitled  to  know  that  they  can 
count  on  a  reasonable  level  of  income  over  a 
period  of  time. 

The  United  States  is  readv  to  begir.  consulta- 
tions with  ih.e  other  major  consuming  nations  on 
this  agenda.    We  uiil  be  prepared  to  expand  on 
these  proposals,  and  will  welcome  the  suggestions 
of  our  friends,  so  that  we  can  fashion  together  a 
common  and  positive  program. 

In  sum,  consumers  and  producers  are  at  a 
crossroads.    We  have  the  opportunity  to  forge 
new  political  and  institutional  relationships,  or 
we  can  go  our  separate  ways,  each  paying  the 
price  for  our  inability  to  take  the  long  view. 
Mutual  interest  should  bring  us  closer  together; 
only  selfishness  can  keep  us  apart.    The  .American 
approach,  will  be  conciliatory. 

The  implications  for  tlie  structure  of  world 
politics  are  profound.    If  we  act  witli  statesman- 
ship we  can  shape  a  new  relationship  between 
consumer  and  producer,  between  developed  and 
developing  nations,  that  will  mark  the  last  quarter 
of  the  20th  century  as  the  beginning  of  the  first 
truly  global,  truly  cooperative  international 
community. 

The  Need  for  United  Action 

The  United  States  will  soon  celebrate  the  200th 
anniversary  of  its  independence.    In  those  200 
years  Americans  have  gloried  in  freedom,  used 
the  blessings  of  nature  productively,  and  jealously 
guarded  our  right  to  dcierminc  our  fate.    In  so 
doing,  we  have  become  the  most  powerful  nation 
on  earth  and  a  symbol  of  hope  to  those  who  yearn 
for  progress  and  value  justice.    Yet  now  we  some- 
times seem  uncertain  of  our  future,  disturbed  by 
our  recent  past,  and  confused  as  to  our  purpose. 

But  we  must  persevere,  for  we  have  no  other 


choice.    Either  we  lead,  or  no  one  leads;  either 
we  succeed,  or  the  world  will  pay  for  our  failure. 

Tlie  energy  challenge  is  international;  it  can 
only  be  met  by  the  cooperative  actions  of  all  the 
industrial  democracies.    We  are  fai'  advanced  with 
our  partners  toward  turning  a  major  challenge 
into  bold  creation  and  determined  response. 

But  our  hopes  for  the  future  rest  heavily  on 
the  decisions  we  take  on  our  own  domestic  energy 
program  in  the  days  and  weeks  ahead.    Our  ex- 
ample—for good  or  ill— will  chart  the  course  for 
more  than  ourselves  alone.    If  we  hesitate  or 
delay,  so  will  our  partners.    Undoing  measures 
already  instituted,  without  putting  an  alternative 
program  in  their  place,  will  have  implications  far 
transcending  the  immediate  debate. 


"The  energy'  challenge  is  international; 
it  can  only  be  met  by  the  cooperative 
actions  of  all  the  industrial  democracies. 


The  United  States  bears  world  responsibility 
not  simply  from  a  sense  of  altruism  or  abstract 
devotion  to  the  common  good— although  those 
are  attributes  hardly  desening  of  apology'.    We 
bear  it.  as  well,  because  we  recognise  that 
.America's  jobs  and  prosperity— and  our  hopes  for 
a  better  future— decisively  depend  upon  a  national 
effort  to  fashion  a  unified  effort  with  our  part- 
ners abroad.    Together  we  can  retain  control  over 
our  affairs  and  build  a  new  international  structure 
with  the  producers.    Apart  we  are  hostages  to  fate. 

A  domestic  program  that  will  protect  our 
independence;  a  cooperative  program  with  other 
consumers;  and  accommodation  with  producers— 
these  are  the  indispensable  and  inseparable  steps 
toward  a  new  equilibrium  of  interest  and  justice. 
No  one  step  can  succeed  in  the  absence  of  the 
other  two. 

It  is  the  glory  of  our  nation  that,  when  chal- 
lenged, we  have  always  stepped  forward  with 
spirit  and  a  will  to  dare  great  things.    It  is  now 
time  to  do  so  again,  and  in  so  doing  to  reaffirm 
to  ourselves  and  to  the  world  that  this  generation 
of  .Americans  has  the  integrity  of  character  to 
carry  on  the  noble  experiment  that  began  2 
centuries  ago. 


75 


THE  CHAIR.MAX  [William  Broom,  president 
of  the  National  Press  Club]  :    Thank  you, 
Mr.  Secretary. 

Mr.  Secretary,  in  November  you,  the  Secretary 
of  the  Treasury,  and  .Mr.  Arthur  Bums,  the 
Chairman  of  the  Federal  Reserve  Board,  all  made 
speeches  emphasizing  the  imperative  need  to 
bring  about  a  lowering  of  the  OPEC  prices  of  oil. 
Now  the  .'\dministration  is  advocating  an  energy 
policy  based  upon  a  price  even  higher  than  the 
OPEC  price.    What  happened  between  .November 
and  now? 

SECRP:TARV  KISSINGER:     I  do  not  think  it 
is  correct  to  say  that  the  Administration's  energy- 
policy  is  based  on  an  increase  in  price.    The  Ad- 
ministration's energy  policy  attempts  to  reduce 
consumption.    The  increase  in  price  that  is  de- 
signed to  reduce  consumption  will  be  rebated  to 
the  .American  public  so  that  the  inflationary 
impact  uill  be  severely  minimized,  if  not  elimi- 
nated.   So  vs'e  are  not  dealing  here  with  an 
increase  in  price  that  produces  a  balance-of-pay- 
ments  drain.    We  are  dealing  with  a  technical 
measure  designed  to  reduce  consumption  for  the 
reasons  that  I  have  explained,  and  the  increase 
will  then  be  rebated  in  various  ways  to  the 
.■\merican  people. 

Q:    Our  audience  has  many  questions  for  you 
today,  Mr.  Secretary.    A  second  one  here  con- 
cerns what  you  anticipate  from  our  Allies.    The 
first  questioner  asks— what  result  might  you  fore- 
see if  IE.\  nations  do  not  all  agree  on  some 
method  of  establishing  floor  prices;  specifically, 
what  results  if  only  the  U.S.A.  does  so.    And 
secondly,  someone  wonders  if  you  can  identify 
or  expect  any  European  country  or  any  consum- 
ing nation  not  to  act  in  parallel  in  the  consumer 
bloc. 

.\:    The  proposal  about  a  floor  price  will,  of 
course,  only  be  formally  submitted  to  our  Allies 
on  Wednesday.    But  we  have  had  some  explorato- 
ry conversations  which  lead  us  to  believe  that  the 
proposal  will  receive  a  sympathetic  reception. 
The  United  States  is,  of  course,  in  a  position  to 
establish  such  a  price  for  itself,  and  given  the 
scale  of  its  investment,  it  could  carry  out  a  very 
massive  program  for  the  development  of  alterna- 
tive energy  sources.    But  in  order  to  achieve  the 
objectives  which  I  have  described,  the  cooperation 
of  all  the  consumers  would  be  extremely  important. 

I  would  not  want  to  identify— indeed,  I  do  not 
know  any  consumers  that  are  likely  to  disagree. 
I  believe  that  the  cooperation  of  the  nations  in 
lEA,  as  I  pointed  out  in  my  speech,  has  been  one 


of  the  great  success    stories  of  the  last  decade- 
and-a-half.    Within  the  space  of  less  than  a  year, 
very  major  steps  have  been  taken  in  the  field  of 
conservation,  in  the  field  of  emergency  sharing, 
and  in  the  field  of  financial  solidarity.    A.nd  I 
have  every  confidence  that  the  spirit  of  coopera- 
tion that  has  brought  us  to  this  point  will  hold 
in  the  months  ahead. 

Q;     A  number  of  questions  on  price.    What  do 
you  estimate  the  protected  price  of  oil  will  be? 
For  how  long  will  it  be  protected?    How  will  the 
long-term  protected  price  be  affected  by  inflation? 
.•\nd  based  on  your  remarks,  what  do  you  believe 
is  the  minimum  price  per  barrel  for  domestic  oil 
that  will  be  required  to  keep  U.S.  investments 
competitive? 

A:    Well,  the  precise  price  would  have  to  be 
established  first  by  more  detailed  technical 
studies,  and  then  in  consultation  with  our  partners 
that  also  have  an  interest  in  the  problem.    How- 
ever, it  can  be  stated  now  that  the  protected 
price  would  be  substantially  below  the  existing 
world  price.    It  would  have  to  be  protected  for  a 
period  of  time  sufficient  to  justify  the  massive 
investment  in  the  alternative  sources  that  are 
called  for. 

With  respect  to  t'ne  impact  of  inflation  on  the 
protected  price,  if  a  long-term  price  arrangement 
were  made  with  the  producers  and  if  the  price 
were  pegged  at  a  level  considerably  below  current 
world  prices,  the  United  States  would  not  exclude 
discussing  indexing  in  relation  to  it. 

Q:    If  the  cost  of  oil  in  the  United  States  and 
in  the  major  industrial  nations  remains  above  the 
level  of  exported  oil,  or  Communist  country 
prices,  how  aie  U.S.  or  European  exporters  of 
petrochemicals  going  to  cope  with  competition 
from  Eastern  European  or  other  nations? 

A:    Well,  this  assumes  that  there  is  an  unlimited 
capacity  by  the  Soviet  Union  to  expand  its  oil 
exports  at  lower  prices;  and  we  doubt  seriously 
that  this  capacity  exists. 

Q:    Have  you  had  any  reaction  as  yet  from 
the  oil-producing  countries'  leaders  regarding 
President  Ford's  plan  to  impose  the  import  levy 
on  oil  in  this  country?    What  is  the  possibility 
that  the  oil-producing  countries  will  use  that  as 
a  reason  for  a  further  price  increase? 

A:    We  have  not  had  any  reaction  from  the 
oil-producing  countries  with  respect  to  the  Pres- 
ident's import  tax.    I  believe  also  that  the  oil 
producers  very  clearly  understand  the  difference 
between  a  price  increase  that  compounds  a  balance- 
of-payments  deficit  and  a  price  increase  that  is 
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rebated  to  the  consumers. 

Q:    Do  you  agree,  Mr.  Secretary,  with  Senator 
Church's  proposal  that  the  United  States  set  up 
an  oil-purchasing  agency  as  one  way  of  eliminat- 
ing unnecessary  competition  for  profits  and  sup- 
plies? 

A:    I  have  frankly  not  had  an  opportunity  to 
study  this  proposal  in  great  detail,  and  I  therefore 
would  rather  withhold  judgment. 

Q:    An  enterprising  member  of  the  audience 
asks— can  we  trade  U.S.  wheat  for  Russian  oil? 

A:    That,  too,  is  something  I  would  like  to 
examine  a  little  bit.     [Laughter  and  applause.] 

Q:    We  have  a  number  of  questions  on  other 
countries,  particularly  the  Middle  East,  where  you 
■will  be  going  within  a  very  short  space  of  time. 
Will  it  be  possible  to  arrange  a  further  military 
disengagement  on  the  Sinai  with  Eg^'pt  without 
further  progress  with  Syria  on  the  Golan  Heights? 
And  secondly,  will  the  time  come  when  the 
United  States  will  have  lo  deal  with  the  Palestine 
Liberation  Organization  [PLO]  ? 

A:    If  I  didn't  believe  that  tliere  was  some 
possibility  of  progress  in  further  negotiations,  I 
would  not  obviously  go  to  the  Middle  East.    Of 
course  any  step  that  is  taken  should  only  be 
considered  as  an  interim  step  tovv-ard  a  final 
peace.    .'Knd  all  other  of  the  nations  in  the  Middle 
East  will  have  to  participate  in  that  next  step— 
or  will  have  to  participate  not  in  the  forthcoming 
step,  but  will  have  to  participate  in  a  negotiation 
for  a  final  peace. 

With  respect  to  the  PLO,  we  have  stated  our 
position  repeatedly,  that  there  is  no  possibility  of 
a  negotiation  as  long  as  the  PLO  does  not  recog- 
nize the  existence  of  Israel. 

Q:    How  do  you  explain  shipments  of  Ameri- 
can airplanes  to  the  Middle  East  and  to  the  Arab 
countries  in  view  of  the  possibility  of  the  renewal 
of  an  Arab  embargo  on  oil? 

A:    In  my  press  conference  last  week,  I  ex- 
plained the  American  policy  with  respect  to 
arms  shipments  to  other  countries  as  follows: 
The  question*  that  have  to  be  answered  are  wheth- 
er a  threat  to  the  security  of  these  countries 
exists  in  the  minds  of  these  countries;  whether 
the  United  States  considers  this  a  realistic  apprais- 
al; whether  the  United  States  has  an  interest  in 
the  stability  and  security  of  the  countries  con- 
cerned; and  finally,  whether,  if  the  United  States 
does  not  supply  these  weapons,  these  countries 
would  remain  without  weapons.    In  the  case  of 
the  arms  shipments  to  which  the  United  States 
has  agreed,  we  believe  that  the  answer  to  each 


question  can  be  affirmative— and  in  view  of  the- 
various  balance-of-payments  considerations  that 
I  have  earlier  outlined,  also  in  our  interest.  But 
the  controlling  decision  is  not  a  commercial  one. 
The  controlling  decision  is  the  political  one  that 
I  explained. 

Q:    Four  or  five  questions  on  Cuba.    The 
first  one  asks  whether  you  have  any  comment  on 
Senator  Sparkman's  recent  remarks  about  resum- 
ing U.S.  relations  with  Cuba  and  what  are  the 
chances  that  U.S.  policy  towaids  Cuba  will  change 
this  year. 

A:    I'm  brave  but  not  reckless.    [Laughter.] 

In  the  spirit  of  partnership  between  the  Con- 
gross  and  the  Executive  that  I  called  for  recently, 
I  would  like  to  say  that  we  are  examining  our 
policy  toward  Cuba— that  we  are  prepared  to  look 
at  various  of  the  measures  that  have  been  taken 
in  the  inter-.Amcrican  system  with  a  view  toward 
seeing  what  can  be  done  in  our  Cuban  relationship, 

Q:    Do  you  see  any  possibility,  Mr.  Secretary, 
of  an  opportunity  for  the  United  States  to  sell 
some  goods  to  Cuba  in  the  near  future  to  help 
us  with  our  balance  of  payments? 

A:  Whatever  decision  will  be  made  on  Cuba 
is  not  going  to  be  dictated  by  economic  consid- 
erations. It  will  grow  out  of  our  assessment  in 
the  international  context,  as  well  as  our  overall 
relationshios  with  the  Western  Hemisphere. 

Q:    Let's  sv/itch  to  the  Eastern  Hemisphere  for 
a  moment.    A  member  of  the  audience  notes  that 
Chinese  leaders  are  reportedly  dissatisfied  at  the 
pace  of  Sino-.'Vmerican  rapprochement.    When  will 
the  United  States  recognize  mainland  China?    Will 
it  be  during  President  Ford's  visit  to  China  this 
year?    And,  presuming,  when  will  we  withdraw 
U.S.  troops  from  Taiwan? 

A:    I  read  these  accounts  with  great  interest, 
but  of  course  we  can  only  deal  with  the  expres- 
sions that  the  Chinese  leaders  make  to  American 
officials.    And  we  do  not  have  the  impression 
that  the  Chinese  leaders  are  dissatisfied  with  the 
state  of  Chinese-American  relations.    We  are  com- 
mitted in  the  Shanghai  communique  to  proceed 
toward  the  normalization  of  relations  with  the 
People's  Republic  of  China.  ■  We  are  determined 
to  carry  out  not  only  the  letter  but  the  spirit  of 
the  Shanghai  communique;  and  we  will  base  our 
improving  relations  with  the  People's  Republic  of 
China  on  these  principles. 

Q:    Within  a  few  days,  the  Prime  Minister  of 
Pakistan  will  be  paying  a  visit  to  Washington.    Is 
the  United  States  ready  to  lift  the  embargo  on 
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arms  to  Pakistan  when  Prime  Minister  Bhutto  is 
here  this  week? 

A:    The  question  about  Pakistan,  an  ally  which 
is  in  the  curious  position  of  being  subject  to 
American  embargo,  is  always  before  us -especially 
■at  a  time  when  the  Prime  Minister  of  Pakistan 
visits  the  United  States.    No  decisions  have  yet 
been  made,  and  I  doubt  that  any  final  decision 
will  be  made  while  Prime  Minister  Bliutto  is  here. 
But  of  course  it  is  always  a  subject  that  is  seri- 
ously examined  in  preparation  for  his  visit  and 
of  course  will  he  discussed. 

Q:    A  pair  of  questions  on  Viet-Nam.    Is  the 
division  of  South  Viet-Nam  into  Government  and 
Viet  Cong  regions  a  feasible  way  to  stop  the 
fighting?    Or— to  put  it  another  way— another 
questioner  asks:    Despite  any  agreements  that 
have  been  made  or  will  be  made,  do  you  feci 
there  can  be  peace  in  Viet-Nam  as  long  as  .North 
\'ietnamese  troops  occupy  any  part  of  Soutli 
Viet-Nam? 

A:    The  United  States  has  always  been  prepared, 
together  with  the  Government  in  Saigon,  to  see 
to  it  that  peace  is  maintained  in  South  X'-.et-Nam 
along  the  demarcation  lines  that  existed  v.hcn  tlic 
armistice  agreement  was  signed.    It  is  the  Com- 
munist side  which  has  consistently  refused  to 
agree  to  a  demarcation  and  to  deploy  the  inter- 
national control  teams  by  which  such  a  demarca- 
tion would  be  insured. 

Under  the  agreement  in  January  1973,  there 
was  no  requirement  for  the  withdrawal  of  the 
North  Vietnamese  troops  which  were  then  in 
South  Viet-Nam.    But  there  was  a  flat  prohibition 
against  any  further  increase  in  their  numbers— or, 
indeed,  a  flat  prohibition  against  scndins^  any  new 
personnel.    This  prohibition  has  been  consistently 
violated  from  the  very  first  day  of  the  agreement. 
And  the  only  security  problem  in  South  Viet- 
Nam  is  the  presence  of  North  Vietnamese  mili- 
tary forces. 

Q:    Back  to  the  Western  Hemisphere.    Today's 
Washineton  Post  reported  some  conclusions  by 
former  Chilean  Ambassador  Orlando  Letelier,  who 
alleged  that  he  had  been  deceived  about  CIA 
involvement  with  the  opposition  to  the  Allende 
government.    In  retrospect,  should  any  of  the 
CIA's  activities  have  been  different-do  you  regret 
the  outcome? 

A:    I  found  it  amazing  that  the  front  page  of 
a  leading  newspaper  would  report  a  totally  unsup- 
ported story  by  an  individual  who,  after  all,  was 
not  exactly  disinterested  and  who  told  a  rather 


amazing  tale  that  he  had  been  invited  to  the 
house  of  a  Washington  columnist  to  receive  a 
special  message  from  me. 

Now,  it  would  be  an  interesting  question— who 
exactly  passed  that  message  to  him  that  he  should 
come  to  t'ne  house  of  that  columnist.    That  col- 
umnist does  not  remember  such  an  incident;  I  do 
not  remember  such  an  incident.    And  while  our 
denial  was  duly  reported  in  the  last  paragraph  of 
the  story,  one  would  not  be  able  to  determine 
that  from  the  front  page  of  an  article  that  can 
only  be  designed  to  prove  that  I  was  telling  a  lie 
for  purposes  that  are  totally  unclear  by  a  man 
who  has  a  profound  interest  in  the  problem.    And 
I  might  say  I  find  it  particularly  painful  because 
I  have  not  been  uninvolved  in  his  release  from 
prison  in  Chile.     [Applause.] 

Q:    A  pair  of  questions  here  about  food  as  it 
relates  to  the  present  energy  crisis.    One  question- 
er wants  to  know  if  there  is  a  plan  to  use  food 
as  a  weapon  in  the  strategy  of  the  consuming 
nations  against  the  oil-producing  countries. 

A:    In  my  first  public  statement  as  Secretary 
of  State,  two  days  after  I  was  sworn  in,  I  pro- 
posed the  convening  of  a  World  Food  Conference. 
I  did  so  because  it  seemed  to  me  that  if  we  were 
serious  about  our  assertions  that  the  world  was 
interdependent  and  that  a  nev/  world  order  had 
to  be  instituted  based  on  this  principle,  then  we 
had  a  moral  and  political  obligation  to  use  the 
resource  which  we  have  in  surplus  for  the  bene- 
fit of  all  of  mankind.    We  made  proposals  at  the 
World  Food  Conference  which  were  designed  to 
alleviate  the  chronic  food  shortage  that  exists  all 
over  the  world;  and  we  emphasized  that  what- 
ever the  level  of  American  food  aid,  we  would 
not  be  able  to  deal  with  the  chronic  problem  by 
American  food  alone— that  it  was  necessary  to 
increase  the  productivity,  especially  in  less  devel- 
oped countries,  to  improve  the  distribution,  and 
to  take  other  fundamental  measures  of  agricul- 
tural reform,  to  which  the  United  States  will 
contribute. 

With  respect  to  American  food  aid,  which  is  a 
separate  problem,  a  very  large  percentage  of  this 
food  aid  is  given  for  primarily  humanitarian 
purposes.    There  arc,  of  course,  countries  where 
we  are  conscious  that  this  food  aid  also  helps  us 
politically,  and  we  have  no  reason  to  apologize 
for  this.    But  even  in  those  countries  there  is  a 
profound  need  for  food. 

We  have  worked  closely  with  Senator  [Hubert 
H.]   Humphrey,  with  Senator  [Mark  C]   Hatfield— 
first,  to  produce  the  maximum  level  of  food  aid 
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that  was  possible  and,  secondly,  to  allocate  it  in 
a  manner  that  met  both  the  humanitarian  and 
other  needs  of  this  country. 

Q:    In  that  connection,  Mr.  Secretary,  in  the 
final  moments  of  drafting  the  budget,  $178 
million  was  apparently  added  to  the  total  avail- 
able for  the  P.L.  480  Food  for  Peace  program. 
Some  people  are  crediting  you  with  arguing  for 
the  addition  of  that  $178  million.    Who  is  going 
to  receive  it?    How  much  of  the  total  food  aid 
available  will  go  to  most  seriously  affected  [MSA] 
countries?    Have  Cambodia  and  South  Viet-Nam 
been  added  to  the  MSA  list? 

A:    I  can  hardly  keep  up  with  the  newspaper 
reports  printing  the  breakdown  of  various  working 
papers  with  respect  to  food  aid,  none  more  recent , 
incidentally,  than  2  months.    I  frankly  don't 
know  the  exact  figure  that  was  added  in  recent 
weeks  to  the  budget.    But,  again,  if  you  remember- 
1  don't  know  why  I  assume  that  each  of  you 
remember  every  detail  of  every  speech  I  gave;  I 
look  at  my  staff  here  and  they  have  to  open  staff 
meetings  by  rehearsing  them,  in  spite  of  their 
prayers.    [Laughter.] 

But  in  that  speech  1  indicated  that  the  United 
States  would  support  the  highest  possible  level 


of  food  aid.    The  only  reason  we  did  not  announce 
the  level  then  was  because  of  the  impact  on 
American  domestic  prices  and  because  we  were 
afraid  that  if  the  result  of  announcing  a  high  level 
of  food  aid  would  be  to  push  up  the  American 
domestic  food  prices,  that  then  congressional 
support  for  the  food  aid  program  might  evaporate 
altogether.    Therefore  we  have  consistently  been 
at  the  highest  level  that  was  compatible  with  our 
domestic  price  structure. 

Now  that  the  recent  crop  reports  have  indicated 
that  we  have  adequate  food  supplies,  we  have,  as 
a  matter  of  course,  gone  to  the  high  levels.    And 
it  is  not  the  case  that  this  was  suddenly  jury- 
rigged  in  order  to  produce  a  particular  effect. 
With  respect  to  the  allocations  required  by  the 
Congress  between  the  humanitarian  and  other 
purposes,  we  have  worked  out  this  arrangement 
with  all  the  Senators  and  Congressmen  who  have 
shown  a  particular  interest  in  the  problem. 

To  answer  your  specific  question,  Viet-Nam 
and  Cambodia  have  not  been  added  to  the  MSA 
list,  even  though,  in  fairness,  the  only  reason  they 
are  not  on  the  MS.A.  list  of  the  United  Nations  is 
because  Viet-Nam  is  not  in  the  United  Nations. 

THE  CHAIRMAN:    Thank  vou  very  much. 
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The  j6lloicing  information,  jnimarily  in 
fjuestion-and'-ansiver  form,  provides  iixe  rationale 
for  the  program  to  establish  a  common  safeguard 
price  for  the  domestic  sale  of  imported  oil. 

On  March  20,  1973,  the  United  Stales  and  the 
other  17  members  of  the  International  Energy 
Agency  (lEA)  agreed  in  principle  on  a  cooperative 
program  to  accelerate  the  de\tIopmcnt  of  new 
energv'  supplies.  A  common  minimum  safeguard 
price,  or  "floor"  price,  is  a  key  clement  of  the 
program. 

The  basic  purpose  of  this  IE.\  cooperative 
program  is  threefold: 

•  To  reduce  dependence  on  unreliable  sources 
of  oil  by  increasing  the  supply  of  energv-  under  our 
control.  (In  1950  the  United  States  was  virtually 
self-sufficient  in  oil.  Today  we  import  about  36 
percent  of  the  oil  we  consume.) 

•  To  bring  down  the  present  exfirl)itant  price 
of  imported  oil  by  increasing  supply  from  non- 
OPEC  sources.  (OPEC  accounts  for  almost  70  per- 
cent of  free-world  productive  capacity  and  is  able 
to  maintain  the  price  of  oil  by  limiting  supply.) 

•  To  assure  that  the  United  States  is  not  at  a 
competili\e  disadvantage  when  the  world  price  of 
oil  breaks. 

The  lEA  cooperative  program  to  accelerate 
development  of  new  cncrgv'  supplies  has  three 
major  elements:  Encouraging  and  safeguarding  in- 
\estment  in  conventional  nuclear  and  fossil  (oil, 
ci:>al,  gas)  encrgv'  sources  by  not  allowing  imported 
oil  to  be  sold  within  IE.\  countries  below  a  com- 
mon minimum  price;  promoting  joint  development 
of  synthetic  fuel  and  other  forms  of  energ\'  that 
involve   large   capital   and   de\clopmcnt  costs;  .uid 


cooperating  in  joint  research  and  development 
projects  in  the  more  exotic  forms  of  energy,  such 
as  coal  liquefaction  and  solar  energy. 

Q:  Is  there  really  any  need  for  a  special  gov- 
ernmental program  to  stimulate  supply?  Isn't  the 
high  price  of  oil  a  sufficient  stitnulus?  World  con- 
sumption is  down,  there  have  been  new  discoveries 
of  oil,  and  no  one  is  waiting  in  line  at  gas  stations. 
Why  not  let  market  forces  take  care  of  the 
problem? 

A:  It  is  true  that  cinrent  high  prices  stimulate 
investment  and  deter  consumptio.^.  (Today's  lower 


The  common  minimum  safcgu;ird  price, 
or  "floor"  price,  for  the  domestic  sale  of 
imported  oil  will: 

•  Reduce  our  dependence  on  imported 
petroleum  by  encouraging  domestic 
eiiergv-  investment; 

•  Contribute  to  a  reduction  in  the  world 
price  of  oil; 

•  Prevent  a  resurgence  of  demand  when 
the  world  price  docs  break; 

•  Permit  our  economy  to  reap  the  full 
income  and  balance-of-paymeuts  bene- 
fits of  a  fall  in  the  world  price; 

•  Maintain  the  competitiveness  of  U.S. 
industry  in  world  markets:  and 

•  Require  no  go\irnment  expciuliture  or 
loss  of  revenue. 
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consiiniplion  and  ihc  picsciU  i^lut  of  oil  iiic  due  in 
considerable  part  to  the  temporary  worldwide  re- 
cession and  an  abnormally  warm  winter.)  But  con- 
•siimine  rouniries  cannot  relv  on  market  iorees 
alone. 

•  If  we  are  passive  in  the  f.iee  ol  the  four! old 
increase  in  price,  OPF.C  could  he  emboldened  to 
increase  prices  further.  The  result  would  he  a  lui- 
ther  drain  on  consimier  purchasing;  power,  .1  tur- 
iher  spin-  to  inflation,  deeper  halance-ol-p.iymcnts 
and  budgetary  deficits,  the  linllier  impoverishment 
of  the  poor,  and  a  threat  to  the  woild  eiononuc 
system. 

•  The  lon.ger  we  continue  to  depend  on  unreli- 
able sources  ior  so  much  ol  our  od.  the  more  we 
leave  oinsclves  open  to  possible  supply  interrup- 
tions. Oil  has  been  used  once  .is  a  political  weapon, 
h  can  be  used  again.  The  embargo  in  I97:i  cost  us 
about  r)()0,()00  jobs  and  S!()-2()  billion  in  lost  oul- 
put.  Moreover,  most  of  OPKC  oil  comes  from  the 
Middle  Kast  where  tensions  arc  high.  Internal  con- 
fiict  coidil  erupt  into  vit)lencc  th.it  woidd  imperil 
the  flow  of  oil.  Interruption  of  supply  in  the 
future,  whether  bec.uise  of  cmbargn  or  because  ul 
disorder,  could  throw  oiu  cionomies  out  ol  gc.cr 
with  spir.dlirig  losses  in  jobs  .mil  iniome. 

•  It  IS  not  only  jobs  and  innmie  thai  m,iy  be 
lost.  It  is  also  independence  in  m.iking  loreign 
policN'.  In  an  energ\ -hungry  world,  oil  is  pf>wer.  It 
is  not  nccess.iry  for  oil  exporters  10  inlerru|)l 
siippK-.  The  thrc.it  to  close  the  spigot  tan  be 
enough  to  persuade  counliies  that  depend  to  a  high 
<lcgree  on  im[)oncd  •<:]  to  confoim  then  |)ohcies  lo 
the  wishes  ol  oil  suppliers. 

I'or  these  rcasiuis,  the  Governments  of  con- 
suming countries  must  lake  positne  action  t'l 
achieve  their  dual  objectives  incre.ised  sell- 
sufficiency  in  energy  .md  a  signilicant  reduction  m 
the  price  of  oil. 

Q:  Granted  the  im/xnltiiue  ol  stimiilalntii  dn- 
mcstic  investment  in  ener<ix,  lune  leoiilil  the 
"Jluor"  Jnice,  or  minimum  nite^mnil  /ince.  do  that 
job? 

.\:  The  so-called  "floor"  price,  or  minimum 
safeguard  price,  will  be  set  at  a  yel  lo  be  deter- 
mined level.  Imported  oil  will  not  be  sold  domesti- 
cally below  that  price  level.  The  purpose  is  lo 
assure  doincslic  producers  that  their  investments  in 
conventional  oil,  gas,  coal,  and  lUii  lear  energy  will 
not  be  jeopardized  by  cheap  foreign  oil  if  the 
OI'KC  c.irtel  breaks  and  international  prices  come 
tumbling  down,  or  if  oil  exporters  decide  to  dump 
oil  to  untlerminc  energy  invcslmcnls  in  consuming 


countries.  Production  costs  in  the  Persian  Gulf 
average  '!:)  cents  .1  b.nrel.  This  is  only  a  small  fr.ic- 
lion  of  I'.S.  domestic  costs.  Persian  Gulf  producers 
thus  h.ive  the  capacity  lo  price  our  own  more  ex- 
pensive ailernalive  sources  right  oul  of  the  market. 
Without  some  form  of  guaranlec  that  ihey  will  be 
proteited  .ig.iinsl  .1  r.idical  drop  in  OPEC  price, 
businessmen  might  be  leluitaul  to  m.ike  m.ijor  in- 
vestments 111  new  eneigy  smiiees  th.it  would  t.ike 
sevei.il  ve.irs  to  become  oper.ilion.il. 

(h  How  would  wc  pre-eent  imparled  oil  from 
being  sold  below  the  minimum  safeguard  price? 

.\:  Protection  (luild  t.ike  the  form  of  ,1  l.uiff 
ih.il  would  be  levied  on  imported  oil  if  and  when 
its  l.mded  price  (price  .it  port  of  entry  before  cus- 
toms clear.mcc)  fell  below  the  safeguard  price.  The 
l.iriff  could  varv  in  amount  depending  on  the 
spread  belween  the  s.ileguard  price  and  the  lower 
landed  priie.  Quot.is  and   fees  could  also  be  used. 

():  At  whiil  level  wuuhl  the  minimum  suje- 
guard  price  be  set  ! 

\:  The  common  minimum  price  would  be  set 
signiliiaiilly  below  the  current  inlernalional  price 
of  oil  but  above  the  level  [jrcvailing  before  the 
.Middle  i'.asl  war.  (I'he  current  landed  price  in  the 
L'niled  States  is  .ibout  S  1  2  a  barrel  and  the  landed 
pri.e  in  September  V)1'S  was  about  S4  a  barrel.) 
leut.itive  .inaK  sis  suggests  a  price  in  the  Sl)-8  range 
a  baiH-l,  but  lurlhei  technii.il  work  is  needed  be- 
fore the  level  can  .11  tuall\-  be  li\ed. 

O:  Won't  the  minimum  price  hui'e  to  he  very 
hv^h  hi  protect  pnxluetion  of  shale  oil  and  other 
synlhelic  tneU 

\.  No.  The  miminum  price  is  intended  lo  re- 
duce price  unceruiinly  for  mvestmeiils  m  conven- 
tiun.il  energv  sources.  These  include  .M.isk.in, 
North  Sea.  and  Outer  Continental  Shelf  oil,  and 
convention.il  coal,  g.is,  and  nuclear  energy.  For 
sh.ile  oil  and  other  synthetics  whose  costs  are  ex- 
pected, at  least  initially,  to  be  much  higher,  sepa- 
rate invesiment  incentive  arrangements  will  be 
necessary. 

Q;  Is  the  minimum  safeguard  price  a  price 
guarantee  to  Ol'EC  as  well  as  to  domestic 
investors? 

A:  No,  the  minimum  safeguard  price  is  not  a 
price  guarantee  to  oil  exporters.  The  price  at  which 
OPKC  tinintries  sell  ti>  consuming  countries  is 
likelv  lo  be  well  .ibove  this  minimum  for  some 
time.  But  as  production  begins  to  How  from  new 
investments  in  consumer  countries  and  the  supply 
of  cncrgv'  outside  OPKC  increases,  the  market  for 
OPKC  oil  will  contract.  OPKC  members  will  then 
be  forced  (o  compete  for  market  shares.  Compel i- 
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lion  will  push  down  ihc  price  of  oil.  At  that  point 
tlic  price  that  oil-exporting  countries  will  receive 
may  be  below  the  minimum  safeguard  price. 

Q;  Won't  Ihc  miitiminn  saji\^narit  price- 
/Irprivc  lEA  countries  of  the  income  and  halancc- 
of-fja\mcnls  gains  of  the  neic  hnc  price  uhen  the 
cartel  breaks? 

A:  No.  Importing  countries  would  not  lose 
the  benefits  of  the  lower  international  price  il  and 
when  it  falls  below  the  mininiinn  safeguard  price. 
'I'hey  would  pay  the  exporting  countries  no  more 
than  the  world  price,  however  low  il  might  lall, 
capturing  the  balance-of-pa\nients  and  income 
liains  of  the  lower  price,  while  maint.nning  uie' 
mnimium  price  inicrnaiiy  lo  protect  domestic  in- 
sc^iment. 

Users  of  energy  in  impnrling  countries  would 
iciei\c  ihc  benefit  of  any  drop  in  world  prices 
down  to  the  level  of  the  minimum  safeguard  price. 
The  Government  would  get  the  beiiel'il  of  any  drop 
below  the  safeguard  minimum;  this  would  accrue 
to  it  as  t.niff  revenue.  Thus,  if  the  minimum  safe- 
yu.ird  prii  c  were  set,  let  us  say,  at  S"  a  band  for 
impoiicd  oil,  and  if  the  landed  price  of  imported 
oil  (whiih  is  now  about  512  a  barrel)  fell  to  S8,  the 
r.S.  importer  would  p.iy  SS  a  barrel.  If,  however, 
the  landed  pri<  e  fell  to  S4  a  barrel,  the  Govern- 
ment would  apply  a  S';  a  barrel  tarill,  the  I'.S. 
importer  would  pay  the  minimiuii  saleguard  price 
of  S7  a  barrel,  the' OPEC  exporter  would  get  S4, 
and  the  U.S.  Government  would  get  $3  a  barrel. 

One  important  benefit  of  the  mininumi  safe- 
guard price  is  that  it  would  reduce  the  demand  lor 
oil  that  woidd  otherwise  occur  if  intcrnation.d  oil 
prices  should  fall  steeply.  If,  .is  in  the  example 
given  above,  the  U.S.  consumer  were  to  pa\  the  S4 
landed  price  for  oil  instead  of  the  S7  saleguard 
price,  consumption  woidd  increase  significantly 
and  so  loo  would  imports.  The  cycle  would  begin 
again  of  growing  reliance  on  cheap  oil  from  unreli- 
able sources.  W'c  do  not  want  to  see  th.it  happen 
ag.iin.  Once  is  enough. 

Projections  calculated  for  the  Project  Inde- 
pendence Blueprint  show  the  extent  lo  whit  h  con- 
sumption  is  influenced  by  price.  U.S.  oil 
consumption  in  1985  is  projected  under  three  dif- 
ferent assumptions  as  to  the  price  of  oil  to 
domestic  consumers  and  suppliers: 

•  At  a  price  of  S4  a  barrel  (in  constant  1973 
dollars)  the  United  Stales  would  consume  a  tolai 
of  29.8  million  barrels  a  day; 

•  By  contrast,  at  a  price  of  S7  a  barrel,  we 
would  consume  23.9  million  barrels  a  day,  or 
almost  6  million  barrels  a  day  less; 


•     .\t  a  price  of  S 1 1  a  barrel,  we  would  consume 
19.2  million  barrels  a  day. 

Q;  Why  not  use  subsidies  to  domestic  pro- 
ducers as  an  alternative  to  a  miniryium  safeguard 
price?  This  would  enable  domestic  producers  to 
compete  with  cheap  imported  oil  and  consumers  to 
enjo\  the  lower  world  price. 

:\:  Protecting  domestic  investors  from  loss, 
should  the  international  price  fall  steeply,  could  be 
done  either  by  a  subsidy  to  producers  or  by  a  mini- 
mum safeguard  price.  In  the  former  case,  the  lax- 
payer  would  pay  for  the  subsidy;  in  the  latter,  ihc 
energy  consumer  w(uild  p;iy.  But  a  system  of  sub- 
sidies that  enabled  consumers  lo  buy  imported  oil 
che.ipK  would  frustrate  our  objective  of  reducing 
dcpeiulenie  on  insecure  sources  of  oil.  The  low 
market  priie  of  oil,  should  the  price  break,  would 
restimulaie  oil  consumption  and  imports  and  make 
us  Milnerable  once  ag.iin  to  supply  interruption  and 
price  manipulation. 

Furlhermore,  unlike  the  minimum  safeguard 
price  which  yields  tariff  revenues  to  the  Govern- 
ment, subsidy  payments  would  be  :■.  drain  on  the 
budget,  possibly  a  substantial  one;  the  subsidy 
could  v.n\  widely  depending  on  the  world  price  of 
oil  and  it  would  be  difficult  lo  project  the  budget- 
ar\  cost.  In  .iddition,  by  reslimulaling  consump- 
tion .md  imports,  the  subsidy  system  would  worsen 
our  ir.ide  b.ilancc,  causing  a  new  outflow  of 
dollars. 

O:  Won't  an  across-the-board  guarantee  like 
the  minimum  safeguard  price  give  unnecessary  pro- 
fits to  low-cost  producers? 

A:  M  long  as  we  have  a  market  system  with  a 
single  price,  low-cost  producers  are  going  to  do 
better  than  high-cost  producers.  This  has  always 
been  true  and  remains  so  not  only  in  this  industry 
but  in  many  others.  The  way  lo  deal  with  differen- 
tial profits  is  through  the  tax  system. 

():  How  does  the  minimum  safeguard  price 
protect  the  U.S.  competitive  position  in  world 
markets? 

.\:  The  members  of  the  lE.'K  are  committed  to 
encourage  domestic  investment  in  energy.  Some 
members,  like  the  United  States  and  the  United 
Kingdom,  have  larger  oil,  coal,  or  other  land  or 
offshore  energy  resources  than  do  other  members. 
They  will  be  making  major  investments  to  develop 
these  resources.  .Mthough  these  are  conventional 
forms  of  energy,  they  arc  relatively  high-cost, 
certainly  by  comparison  with  OPEC  costs. 

When  these  inveslments  in  new  energy  sources 
begin  lo  add  substanliai  amounts  of  new  energy  to 
the  available  world  oil  supply,  the  OPEC  cartel  will 


82 


conic  under  iiicrcasinj;  prcssmc.  Al  some  point  the 
world  price  wi!!  break.  At  tlial  staue.  II'.A  members 
that  have  relatively  little  domestic  energy  prodne- 
tion  will  be  importing  cheap  oil  a.i;ain.  in  the 
absence  of  a  common  safeguard  price,  cnerg\  users 
in  these  countries  would  pay  the  lower  world  price 
for  oil,  thereby  gaining  a  comiJctiiive  adv.mtage 
over  energy  users  in  member  countries  whose  in- 
vestments in  relatively  higher  cost  eneri;y  made  the 
break  in  world  oil  prices  possible. 

'i'he  common  minimum  saleguard  price  will 
assure  that  no  lEA  member  will  gain  a  competitive 
advantage  over  other  members  because  of  the 
effectiveness  of  the  1E.\  program  in  reducing  world 
oil  prices.  Members  have  .igreed  in  principle  not  to 
allow  imp<  rted  oil  to  be  sold  within  their  countries 
below  a  common  minimum  saleguard  price. 

Q;  U'cn't  the  minimum  mfcguard  price  /)n/ic 
too  cosily  for  countries  like  Ja/xni  unci  Italy  tluit 
luill  continue  to  depend  on  imported  oil  /or  the 
major  portion  of  their  energy  ? 

A:  No.  Japan  and  Italy,  like  all  other  mem- 
bers of  the  lEA,  would  get  the  full  benefits  of  the 
fall  in  the  price  of  OPEC  oil.  Their  balances  of 
trade  would  improve  as  would  their  lax  receipts. 
At  the  same  lime,  energy  users  in  their  countries 


would  pay  the  higher  floor  price  for  imported  o\\ 
and  be  encouraged  thereby  to  conserve.  What  these 
countries  would  lose  is  the  competitive  advantage 
their  industry  would  otherwise  gain  over  ihat  in 
other  1E.\  countries  like  the  United  States,  Canada, 
and  the  L'niled  Kingdom  whose  major  new  invest- 
ments in  energy  will  help  to  bring  down  the  inter- 
national price  of  oil. 

Q:  W'hut  hus  this  program  to  do  uith  energy 
conservation  ? 

A:  The  fundamental  way  to  put  downward 
pressure  on  the  price  of  any  commodity  is  to  re- 
iluce  demand  and  inc  rc.isc  supply.  These  are  two 
bl.ides  of  the  s(  is^ors  which  in  combination  can  cut 
down  the  exorbitant  price  of  oil.  One  blade- the 
conservation  program  directed  to  reducing  de- 
mand-has as  its  objective  a  reduction  in  L".S.  oil 
imports  this  year  (jf  1  million  barrels  a  day  and  a 
recluclion  by  the  end  of  1977  of  2  million  barrels  a 
day.  The  other  blade— increasing  supply  by  en- 
couraging and  safeguarding  investment  in 
energy— has  been  explained  in  this  report.  Restr.iini 
in  energy  consumption  and  increased  energv'  invest- 
ment and  production  will  together  help  us  achieve 
our  objectives  of  greater  self-sufficiency  in  energy 
and  a  subst.uiti.d  reduction  in  the  intern. ilional 
price  of  oil. 
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[From  Business  Week,  Apr.  14,  1975] 

The  Case  Against  a  Price  Floor  for  Oil 

(By  Anthony  J.  Parisi) 

Ever  since  Secretary  of  State  Henry  A.  Kissinger  proposed  the  concept  of  a 
price  floor  for  oil  traded  on  the  world  market,  the  U.S.  has  hammered  away  at 
its  allies  in  the  International  Energy  Agency  to  adopt  it.  Viewed  superficially, 
the  idea  seems  sensible  enough  :  By  agreeing  not  to  import  oil  priced  below  some 
reasonable  level,  the  lEA  members  could  insulate  their  internal  energy  invest- 
ments from  a  sharp  drop  in  world  oil  prices.  Under  closer  scrutiny,  however, 
the  idea  loses  much  of  its  appeal. 

If  oil  suddenly  becomes  cheap  again,  economists  argue,  why  should  consumers 
n(>t  take  advantage  of  it?  True,  the  domestic  oil  industry  could  suffer  a  severe 
setl)ack.  and  relying  once  again  on  foreign  oil  might  recreate  the  dependence 
that  allowed  oil  prices  to  skyrocket  in  the  first  place.  But  there  are  simpler  ways 
to  overcome  such  pitfalls.  The  U.S.  could  restore  quotas  on  foreign  oil,  for 
example.  On  the  other  hand,  by  committing  itself  now,  the  U.S.  could  lock  itself 
into  an  agreement  that  it  will  want  no  part  of  in  the  future. 

LITTLE   ENTHUSIASM 

Hardly  anyone  besides  Kissinger  and  his  negotiating  team,  headed  by  Thomas 
O.  Enders,  Assistant  Secretary  of  State  for  economic  and  business  affairs,  seems 
to  be  enthusiastic  about  the  idea  of  a  price  floor  on  oil.  As  a  result,  there  is  wide 
confusion  as  to  its  purpose.  But  experts  offer  three  possible  reasons  for  a  price 
floor : 

To  insure  development  of  petroleum  substitutes  such  as  shale  oil  and  tar 
sands.  But  the  floor  levels  now  being  considered— $6  to  $8  in  the  U.S.  and 
f'anada^ — are  too  low  to  protect  investments  in  substitutes.  Companies  with 
shale  oil  interests  are  not  eager  to  invest  even  at  today's  prices. 

To  establish  some  objective  long-term  price  for  oil  that  the  consuming 
nations  could  offer  producers.  But  the  lEA  members  have  not  been  able  to 
agree  on  a  single  price,  and  so  far,  the  producing  nations  have  ignored  the 
.suggestion  that  oil  prices  should  be  fixed  at  some  lower  level. 

To  encourage  development  of  conventional  oil  and  gas  resources  offshore 
and  in  other  remote  regions  where  exploration  and  production  will  be  ex- 
pensive. This  seems  the  goal  of  the  U.S.  Yet,  oil  economists  find  little  logic 
here. 
For  one  thing,  it  assumes  that  without  this  protection  producers  will  abandon 
their  exploration.  "But  I  haven't  heard  of  one  company  that  says  it  needs  a 
guarantee  to  go  after  offshore  oil."  says  John  H.  Lichtblau,  director  of  the 
Petroleum  Industry  Research  Foundation. 

Of  course,  a  precipitous  drop  in  oil  prices  could  make  them  regret  their  eager- 
ness, hut  the  oil  companies  seem  willing  to  take  their  chances.  "Can  yoii  talk 
aliout  a  floor  price  as  a  contingency  without  it  eventually  becoming  a  goal?"  asks 
a  si)okesman  for  one  major.  "As  a  resource  develoi>er.  we  like  to  think  of  investing 
iu  terms  of  today's  prices."  The  oil  companies,  in  other  words,  would  rather  risk 
a  price  break  than  have  the  government  set  what  the  price  should  be,  especially 
since  it  would  be  lower  than  it  is  now. 

CRITICAL   SUPPORT 

While  that  viewpoint  is  obviou.sly  self-serving,  it  has  the  support  of  theoreti- 
cians as  well.  "Price  controls  are  bad  whether  they're  maximums  or  minimums," 
.says  Morris  A.  Adelman,  an  internationally  known  oil  economist  at  Massachusetts 
Institute  of  Technology.  Adelman  is  against  the  idea  regardless  of  its  purpose. 
"For  guaranteeing  domestic  production,"  he  says,  "it  doesn't  make  sense  because 
no  one  knows  w^hat  price  will  give  you  what  resix)nse.  When  you  set  a  floor,  you're 
claiming  knowledge  that  you  don't  have."  He  is  even  more  strongly  opposed  to  a 
price  floor  to  negotiate  a  reduction  with  the  oil  producers.  "What  you're  talking 
about  then  is  a  long-term  commodities  agreement,"  he  points  out.  "and  that's  the 
worst  thing  we  could  do.  We  would  be  signing  away  our  freedom  of  action.  And 
signing  a  contract  with  a  monopoly  of  sovereign  states  is  simply  ridiculous, 
es]K^cially  since  they've  broken  their  word  every  time  they've  given  it." 

On  top  of  these  ideological  objections,  there  are  some  convincing  pragmatic 
arguments  as  well.  For  one,  it  would  be  extremely  difficult  to  enforce  such  an 
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agreement  within  the  eonsumer  hloc.  The  lEA  is  not  a  homogeneous  union  of 
e(inally  neeily  nations. 

Why,  then,  does  the  U.S.  keep  pushing  for  a  "price  floor,"  "safety  net."  or 
".safeguard,"  as  the  .scheme  has  variously  been  known?  "From  the  U.S.  iMiint  of 
view,  any  agreement  is  better  than  no  agreement."  says  Enders.  "Why  sliould  we 
develop  high-cost  oil  for  others'  benefit?  The  other  consuming  nations  will  be 
better  placed  to  take  advantage  of  a  collapse  of  OPEC  prices,  and  that  would 
give  them  a  big  advantage  in  international  trade." 

But  that  argument  ignores  hisTory.  All  through  the  go-go  years  of  the  1950s 
ami  19G0.'?,  the  U.S.  competed  quite  successfully  with  the  rest  of  the  world,  fueled 
mainly  by  its  own  high-cost  oil.  When  domestic  oil  was  snpiilying  S(\%  of  the 
nation's  needs  and  selling  for  $3  a  bbl.,  Japan  was  imiwrting  UX)9r  of  its  oil  for 
only  $2  a  bbl.  Any  advantage  the  Japanese  may  have  had  in  international  markets 
was  due  to  other  factors,  because  in  that  price  range,  energy  is  not  a  significant 
manufacturing  cost.  Moreover,  if  world  oil  prices  collapse,  coal  prices  would  also 
fall,  aT)d  that  would  benefit  the  U.S.  much  more  than  it  woidd  Japan  or  most 
Europeans. 

"In  the  abstract,"  says  Lichtblau.  "Enders'  argument  is  legitimate  enough. 
But  it's  luireasonable  to  assume  that  foreign  oil  would  fall  so  low  as  to  inidercut 
TT.S.  production  costs,  even  on  the  Outer  Continental  Shelf."  Oil  companies 
gamlding  on  offshore  oil  that  they  expect  to  sell  for  $11  would  make  less  on  their 
investments  if  prices  fall,  says  Lichtblau,  and  they  would  be  reluctant  to  continue 
high-cost  exploration.  But  they  would  have  no  reason  to  stop  producing  what  they 
liad  already  found  as  long  as  prices  stayefl  above  $3  or  so. 

Adelman  has  a  harsher  reaction  to  the  State  Dept.'s  reasoning:  "Kissinger 
doesn't  know  anything  about  economics  in  general  or  the  oil  business  in  par- 
ticular." In  short,  the  problem  with  the  price-floor  concept  may  be  that  it  is  a 
solution  crafted  by  diplomats,  not  economists. 


KOPPERS   Co.,   Ixc. 
rUiHhurgh.  Pa.,  May  6,  /.97.7. 
Re  Gulf  Oil  Corp.  testimony  provided  to  the  Joint  Economic  Committee.  April  2S, 
1975:  remarks  submitted  l)y  Mr.  William  King,  vice  president  and  director 
of  corporate  policy  analyses. 

Hon.    WlI-LIAM    S.    MOORHEAD, 

Houfte  of  Reprexcntatires.  Rayhurn  House  Office  Buildhn/, 
Washington,  B.C. 

Dear  Bill.:  At  our  meeting  on  April  30.  197.5  where  Kopi)ers  presented  oui-  coal 
gasification  process  to  the  Pennsylvania  Delegation,  you  had  rtniuested  that  we 
submit  a  rebuttal  to  Mr.  King's  testimony  to  the  sub.iect  committee. 

Mr.  King,  in  his  testimony,  under  the  heading  of  "Technical"  stated  that 
this  technology  has  not  been  proven  on  a  commercial  basis :  ( he  had  reference 
to  shale  oil,  coal  gasification,  coal  liquefaction  and  related  projects).  At 
this  i)Oint.  Mr.  King  .shimld  have  clarified  his  statement  by  advising  the  com- 
mittee that  he  had  reference  to  S\G  (synthetic  natural  gtis),  piix^ine  qualify 
gas.  which  is  approximately  1000  Btu  per  cubic  foot. 

Koi>i)ers  has  been  marketing  our  commercially-proven  process  for  industry  to 
sultstitute  the  K-T  gas.  which  is  300  Btu  per  cubic  foot.  :Mr.  King  i-^  correct  in 
that  it  cannot  be  mixed  with  natural  gas  because  of  the  composition  of  the  gas 
and  because  of  its  Btu  value  per  cuhic  foot. 

We  are  stressing  to  goveriunent  and  industry  that  large  industry  users  of 
natural  gas  could  be.  or  should  be.  taken  off  the  natural  gas  pipeline  and,  in  its 
place,  construct  a  K-T  gasification  ivlant. 

Please  be  assured  that  Koi)pers  Company  has  contacted  hundreds  of  industrial 
users  of  natural  gas  from  Rutland.  Vermont  to  San  Francisco.  California,  and 
from  Omaha.  Nei)raska  to  Houston,  Texas.  There  are  thousands  of  industrial 
users:  steel  industry,  refractory  industry,  cement,  foundries,  '^hemical  i)Iants 
and.  in  fact,  any  industry  which  is  presently  using  i)ipeline  <niality  gas  including, 
of  course,  the  largest  user — the  electric  utility  companies.  All  of  these  industries 
can  be  taken  off  the  natural  gas  pii)elines  and  could  easily  convert  to  the  com- 
mercially-proven K-T  gas  providing  300  Btu  to  their  plants.  This,  of  course, 
would  reserve  our  natural  gas  for  domestic  and  commercial  use. 

Referenct^  your  rebuttal  to  :Mr.  King,  "right  across  the  street  from  you.  your 
friends  from  Kopix'rs  say  that  fhey  have  a  coal  gasification  technology  which 
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has  lieen  proven  commerciall.v."  Mr.  King's  answer  again  confined  himself  to 
syiifhetii-  natural  gas  or  pipeline  quality  gas  but  diverted  himself  somewliat  in 
saying  that  he  was  aware  of  lower  Btn  or  300  Btu  gas,  and  that  it  is  not  a  rinhle 
.solution  to  our  gas  situntiou.  This  is  the  remark  to  which  we  take  issue.  The 
Koi>l)ers-Ti>tzek  coal  gasification  is  a  rinhle  solution  to  our  ga.s  situation.  Not  that 
ir  is  interchangeable  with  natural  gas,  Imt  it  definitely  is  a  substitute  for  natural 
gas.  Mr.  King  and  I"m  sure  the  staff  of  people  that  we  are  working  with  at  Gulf 
Oil  are  well  aware  of  the  potential  of  the  K-T  coal  gasification  process. 

The  average  layman  is  not  aware  of  the  fact  that  in  the  range  of  90%  of  our 
methanol  and  ammonia  in  this  country  is  produced  using  natural  gas  as  a  feed- 
stock. In  addition,  three  trillion  cubic  feet  of  natural  gas  is  consumed  by  the 
electric  utility  for  generating  electric  power. 

All  of  these  consumers  of  natural  gas,  again,  should  be  removed  from  our 
natural  gas  i>ipelines  and  should  construct  a  commercially-proven  gasification 
plant  producing  ammonia,  methanol,  gas  for  power  generation  and,  as  I  stated 
above,  practically  every  industrial  user  in  this  country  could  use  the  300  Btu 
gas  as  a  replacement  for  natural  gas. 

AVe  hope  these  comments,  along  with  our  submission  to  the  Pennsylvania  Dele- 
gation Committee  will  l>e  enough  infonnation  for  you  to  refute  Mr.  King's  state- 
ments. We  exi>ect  to  review  in  more  detail  all  of  the  alwve  with  Dr.  Forscher  on 
May  6,  1075. 

May  I  take  this  opportunity  to  personally  thank  you  for  arranging  our  meeting 
with  the  I'ennsylvania  Delegation  and  reiterate  that  Koppers  Company  is  not 
requesting  that  our  Congress  promote  Koppers  per  se,  or  Koppers  coal  gasifica- 
tion prfK-ess.  but  we  as  citizens  of  this  country  are  concerned  with  the  neglect  in 
Congress  in  formulating  an  energy  policy.  If  Congress  is  concerned  with  the 
unemployment  of  its  constituents  at  this  time,  we  can  assure  you  that  the  unem- 
ployment that  will  hit  this  country  within  the  next  decade  will  be  overwhelming 
unless  we  proceed  immediately  with  an  energy  policy,  and  we  feel  that  coal  gasifi- 
cation can  and  will  make  a  substantial  contribution. 
Very  truly  yours, 

J.  Frank  Cannon, 

Sales  Department. 

Chamber  of  Commerce  of  the  rxiTKO  States  of  America. 

Washington,  D.C.,  March  27,  197o. 

SUMMARY 

The  Chamber  of  Commerce  of  the  United  States  of  America  strongly  opposes 
the  common  price  floor  policy  which  the  U.S.  government  has  espoused  in  the 
International  Energy  Agency  (TEA).  Because  of  that  policy's  far-reaching  do- 
mestic implications,  we  are  disturbed  that  apparently  no  other  meaningful  op- 
tions have  been  seriously  considered.  We  urge  that  the  government  move  quickly 
to  do  ,iust  that  and  that  any  decisicms  of  this  type  be  made  in  the  context  of  an 
overall  national  energy  policy. 

BACKGROUND 

At  its  February  30th  meeting  the  Chamber  of  Commerce  of  the  United  States 
of  America's  Board  of  Directors  accepted  the  position  on  the  President's  Energy 
Program  suggested  to  it  by  its  Natural  Resources  Committee.  Among  other 
policies,  the  Committee  stated  its  support  for  the  proposal  that  increases  in 
energy  supply  be  encouraged  by  assuring  that  the  President  has  adequate  au- 
tliority  to  ensure  that  domestic  price  certaint.v  can  be  maintained — such  as 
authority  to  impose  quotas,  tariffs,  and  set  price  floors.  This  was  clearly  imder- 
stood  to  support  contingency  powers  for  the  President  in  the  event  of  a  precipitous 
drop  in  oil  prices.  It  was  not  an  endorsement  of  the  downside  risk  polic.v  cur- 
rently being  tmrsued  by  the  U.S.  in  the  International  Energy  .\gency.  The 
Chamber  urges  the  Administration  to  consider  the  domestic  implications  of  an 
international    "safety   net"   policy    to   safeguard   investment. 

Risk-taking  is  central  to  the  free  market  system.  Nonetheless,  it  is  clearl.v 
recognized  today  that  the  very  magnitude  of  the  investment  required  to  develop 
non-traditional  sources  of  oil  and  gas  to  develop  viable  alternative  energy  sources 
requires  reasonable  certainty  of  an  adequate  rate  of  return.  In  addition,  reason- 
able certainty  about  energy  prices  is  required  for  planning  purposes  in  the  U.S. 
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economy  as  a  whole.  Clearly,  these  were  the  concerns  of  the  Natural  Resources 
Committee  when  it  put  foi-^ard  the  policy  quoted  above. 

Minimization  of  downside  risk,  rea.sonable  price  certainty,  or  whatever  phrase 
one  chooses  to  convey  this  idea  can,  however,  be  achieved  by  a  variety  of  means. 
To  our  knowledge  few  of  the  options  have  been  carefully  examined.  In  addition 
we  know  of  no  instance  in  which  policymakers  have  asked  the  advice  of  the 
business  community  about  the  price  floor  or  any  comparable  policy,  despite  its 
far-reaching  implications  for  the  economy. 

At  the  most  recent  meeting  of  the  International  Energy  Agency,  there  was 
agreement  in  principle  on  setting  a  minimum  price  below  which  imported  oil 
will  not  l)e  sold  in  the  members'  domestic  markets.  The  Governing  Board  will 
meet  again  to  discuss  actual  minimum  price  figures  some  time  after  the  prepara- 
tory meeting  for  the  Producer-Consumer  Conference  in  early  April.  The  Chamber 
opposes  a  minimum  import  price  policy  at  this  time  and  in  this  context  for 
several  reasons. 

(1)  Of  gi-eatest  importance,  this  policy  sets  a  precedent  for  government 
interference  in  the  market  place  that  has  long-term  implications  for  our 
economic  system. 

(2)  A  price  floor  is  not  the  only  means  to  achieve  price  certainty  and  it  is 
one  of  the  most  costly  in  both  macro  and  micro  terms  because  it  restricts 
one  of  the  market's  major  adjustment  mechanisms. 

(3)  The  achievement  of  this  policy  could  well  prove  to  be  impossible 
because  of  the  differing  estimates  of  what  price  (or  range  of  prices)  will 
serve  the  purpose.  This  will  waste  valuable  time  needed  to  explore  other 
options  for  the  producer-consumer  conference  at  the  end  of  the  summer.  In 
addition,  U.S.  interests  are  likely  to  be  nndercut  becau.se  most  of  our  allies 
have  fewer  resources  to  develop  than  we  do  and  thus  would  favor  lower 
prices.  And  even  if  agreement  is  reached,  there  is  no  assurance  that  the 
price  picked  would  be  the  "right"  price  from  an  investment  point  of  view. 

(4)  Even  if  the  U.S.  did  succeeil  in  gaining  agreement  on  a  specific  price, 
and  the  agreement  did  prove  useful  as  a  negotiating  chip  with  the  producei-s 
(even  more  unlikely),  the  policy  is  inflexible,  taking  away  the  freedom  of 
maneuver  of  both  government  and  industry  in  the  long-term. 

(5)  Tills  policy,  as  it  will  clearly  impact  on  domestic  energy  x>olicy.  must 
be  considei-ed  in  the  context  of  our  overall  energy  planning,  not  as  an  un- 
related question.  This  is  a  disturbing  example  of  the  setting  of  U.S.  inter- 
national policy  without  reference  to  the  relationship  to  domestic  policy  and 
without  consultation  of  national  interest  groups. 

CONCLUSION 

The  Chamber  agrees  with  the  Administration  and  the  Congress  that  the  U.S. 
must  reduce  its  vulnerability  to  cutoffs  of  foreign  oil.  In  addition,  we  see  the 
need  for  price  certainty  suflScient  to  generate  the  large  amounts  of  investment 
necessary  to  achieve  this  end.  However,  there  are  a  number  of  ways  in  which 
such  a  policy  might  be  achieved,  and  in  our  opinion  the  common  price  floor  is 
one  of  the  least  desirable.  We  ui-ge  policymakers  in  the  executive  and  legislative 
branches  to  examine  the  broad  range  of  options  and  to  consider  how  they  fit  into 
our  overall  national  energy  planning.  We  stand  ready  to  discuss  how  such 
actions  would  affect  the  business  community,  and  emphasize  the  danger  of  making 
such  far-reaching  policy  in  a  vacuum. 
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